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This pamphlet prepared by our Counsely Breed, 

Abbott and Morgan, is the fifth edition of ^ 

"Practical Questions and Answers" covering < 

the Income Tax Law. It also contains a digest 
of all of the Federal Tax Laws now in force 
affecting individuals, partnerships and corpor- 
ations, except the tariff law, the tax on < 
distilled spirits and certain other internal 
revenue tax laws of limited application that 
have been on the statute books for many years. 

For a list of Irving publications, any of which 
will be forwarded upon request, see the final 
page of this booklet. 
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FEDERAL INCOME T AX — I N D I VI DU ALS 



FEDERAL INCOME TAX. 

INDIVIDUALS. 

Q. Who must file a return? 

A. Every individual having a net income for the taxable 
year of $1,000 or over if single or if married and not living with 
husband or wife; or $2,000 or over if married and living with 
husband or wife. 

If a husband and wife living together have an aggregate 
net income of $2,000 or over, each shall make a retun^ unless 
the income of each is included in a single joint return. 

If the taxpayer is unable to make his own return, the return 
shall be made by a duly authorized agent or by the guardian or 
other person charged with the care of the person or property of 
such taxpayer. 

Q. When must I file a return? 

A. Any time after January Ist, but not later than March 
15th. 

If, however, the return is made on the basis of a fiscal year, 
it must be filed on or before the 15th day <^ the third month 
following the close of the fiscal year. 

Q. Where must I file a return? 

A. With the Collector of Internal Revenue for the district 
in which you reside, or where you have your principal place of 
business. 

Q. Where can I get forms of return? 

A. At the office of the Collector of Internal Revenue for 
your district. 

Q. What is meant by net income? 

A. For the purpose of determining whether or not a Return 
should be filed, net income means gross income (not including 
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exempt items e. g. interest on municipal bonds) less certain of the 
deductions mentioned on page 16 and briefly shown in the 
following example: 

Gross Income Deductions 

From all soorces $6,000 1. Business expenses $4,200 

(But not including income 2. Gifts to charities 50 

free from tax, see p. 14) 3. Interest paid 100 

4. Taxes paid 50 

5. Losses 300 

6. Bad Debts 100 

Deductions 5,000 7. Depreciation 200 

Net income $1,000 $5,000 

If unmarried you would have to file a return in this case 
because your net income is $1,000 or over, but if you are mar- 
ried you would not have to file a return because the net income 
does not amount to $2,000 or over. 

Q. I have figured my net income as indicated in the 
preceding answer and find that I am liable to file a return. 
My personal exemptions (see next heading) however show 
I will have no tax to pay. Must I nevertheless file a return? 

A. Yes. 



Personal Exemptions and Credits. 

Q« Upon how much of my income am I allowed a per- 
sonal exemption in computing the normal tax? 

A. If a single person, a personal exemption of $1,000 or if 
the head of a family or a married person living with husband 
or wife, a personal exemption of $2,000. 

A husband and wife living together receive but one per- 
sonal exemption of $2,000 against their aggregate net income, 
and in case they make separate returns the personal exemption 
of $2,(K)0 may be taken by either, or divided between them. 

$200 exemption is also allowed for each person, per annum, 
other than husband or wife, dependent upon and receiving his 
chief support from the taxpayer, if such dependent person is 
under 18 years of age, or is incapable of self-support because 
mentally or physically defective. 
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In the case of a non-resident alien individual, who is a dti* 
zen or subject of a country which imposes an income tax, the 
personal exemptions shall be allowed only if such country allows 
a similar credit to citizens of the United States not residing in 
such country. 

Q. What other credits am I allowed for the normal 
tax? 

A. Dividends received from taxable corporations and also 
dividends from personal service corporations upon which income 
tax has been imposed. 

Interest on obligations of the United States and of the War 
Finance Corporation which is included in gross income because 
subject to the surtax. 

Rates of Taxes. 

Q. What are the rates of income tax I will have to pay? 

A. The rates of normal tax and surtax are given in the 
following table, except that in the case of non-resident aliens 
the reduction of the normal tax to 4% on the first $4,000 does 
not apply. 

Normal Tax for 1919 

4% on first $4,000.00 of net income above Personal Exemp- 
tions and Credits. 
8% on remainder. 











Sartaxon 


SURTAX 




• 




each bracket 


$ Ito 


$ 5,000 exempt 








5,000 to 


6,000 i.e. $ 


1,000. 


1% 


$ 10.00 


6,000 to 


8,000 i.e. 


2,000. 


2% 


40.00 


8,000 to 


10,000 i.e. 


2,000. 


3% 


60.00 


10,000 to 


12,000 i.e. 


2,000. 


4% 


80.00 


12,000 to 


14,000 i^. 


2,000. 


5% 


100.00 


14,000 to 


16,000 i.e. 


2,000. 


6% 


120.00 


16,000 to 


18,000 i.e. 


2,000. 


7% 


140.00 


18,000 to 


20,000 i.e. 


2,000. 


8% 


160.00 


20,000 to 


22,000 i.e. 


2,000. 


9% 


18i0.00 


22,000 to 


24,000 i.e. 


2,000. 


10% 


200.00 


24,000 to 


26,000 i.e. 


2,000. 


11% 


220.00 


26,000 to 


28,000 i.e. 


2,000. 


12% 


240.00 


28,000 to 


30,000 i.e. 


2,000. 


13% 


260.00 


30,000 to 


32,000 i.e. 


2,000. 


14% 


280.00 


32,000 to 


34,000 i.e. 


2,000. 


15% 


300.00 
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34,000 to 


36,000 i.e. 


2,000. 


16% 


320.00 


36,000 to 


38,000 i.e. 


2,000. 


17% 


340.00 


38,000 to 


40,000 i.e. 


2,000. 


18% 


360.00 


40,000 to 


42,000 1.6. 


2,000. 


19% 


380.00 


42,000 to 


44,000 i.e. 


2,000. 


20% 


400.00 


44,000 to 


46,000 i.e. 


2,000. 


21% 


420.00 


46,000 to 


48,000 1.6. 


2,000. 


22% 


440.00 


48,000 to 


50,000 i.6. 


2,000. 


23% 


460.00 


50,000 to 


52,000 i.6. 


2,000. 


24% 


480.00 


52,000 to 


54,000 i.6. 


2,000. 


25% 


500.00 


54,000 to 


56,000 i.6. 


2,000. 


26% 


520.00 


56,000 to 


58,000 i.6. 


2,000. 


27% 


540.00 


58,000 to 


60,000 i.6. 


2,000. 


28% 


560.00 


60,000 to 


62,000 i.6. 


2,000. 


29% 


580.00 


62,000 to 


64,000 i.6. 


2,000. 


30% 


600.00 


64,000 to 


66,000 i.6. 


2,000. 


31% 


620.00 


66,000 to 


68,000 i.6. 


2,000. 


32% 


640.00 


68,000 to 


70,000 i;6. 


2,000. 


33% 


660.00 


70,000 to 


72,000 i.6. 


2.000. 


34% 


680.00 


72,000 to 


74,000 i.6. 


2,000. 


35% 


700.00 


74,000 to 


76,000 i.6. 


2,000. 


36% 


720.00 


76,000 to 


78,000 i.6. 


2,000. 


37% 


740.00 


78,000 to 


80,000 i.6. 


2,000. 


38% 


760.00 


80,000 to 


82,000 i.e. 


2,000. 


39% 


780.00 


82,000 to 


84,000 i.6. 


2,000. 


40% 


800.00 


84,000 to 


86,000 i.6. 


2,000. 


41% 


820.00 


86,000 to 


88,000 i.6. 


2,000. 


42% 


840.00 


88,000 to 


90,000 i.6. 


2,000. 


43% 


860.00 


90,000 to 


92,000 i.6. 


2,000. 


44% 


880.00 


92,000 to 


94,000 i.6. 


2,000. 


45% 


900.00 


94,000 to 


96,000 i.e. 


2,000. 


46% 


920.00 


96,000 to 


98,000 i.e. 


2,000. 


47% 


940.00 


98,000 to 


100,000 i.6. 


2,000. 


48% 


960.00 


100,000 to 


150,000 i.e. 


50,000. 


52% 


26,000.00 


150,000 to 


200,000 i.6. 


50,000. 


56% 


28,000.00 


200,000 to 


300,000 i.e. 


100,000. 


60% 


60,000.00 


300,000 to 


500,000 i.6. 


200,000. 


63% 


126,000.00 


500,000 to 


1,000,000 i.e. 


500,000. 


64% 


320,000.00 


Over 1,000,000 




65% 





On page 4 will be found a chart in which the total Income Tax on stated 
incomes from $1,000 to $1,250,000 has been figured. This chart can be used 
in quickly estimating the amount of any individual Income Tax. 

Q. If I have paid income taxes and war taxes in a for- 
eign country will such taxes be credited against my tax 
in this country? 

A. Yes. See section 222 of the Act. 



11 



iJOiJ 



I J. I PB.--W>^ ^ I 111! 

FEDERAL INCOME TAX — INDI VI DUALS 

PREPARATION OF INDIVIDUAL RETURNS. 

Grass Income 

Q. What income must I report in my return? 

A. The following must be reported: 

1. Salaries, wages, commissions and other compensa- 
tion. 

2. Interest received on notes, bonds, deposits in 
banks (including savings banks) and other taxable interest. 
When bonds are purchased at say 100 "and interest" report 
only interest received less that paid out. 

3. Dividends on stock whether received in cash or 
stock. A dividend means: 

(1.) Any distribution made by a corporation other 
than a personal service corporation to its shareholders or 
members, whether in cash or in other property or in stock 
of the corporation, out of its earnings accumulated since 
February 28, 1913, or (2) any such distribution made by a 
personal service corporation out of its earnings or profits 
accumulated since February 28, 1913, and prior to January 
1,1918. 

Any distribution is deemed to have been made from 
earnings unless all earnings have first been distributed. Any 
distribution made in 1918 or in any year thereafter, is deemed 
to have been made from earnings accumulated since Febru- 
ary 28, 1913, or in the case of a personal service corporation 
from the most recently accumulated earnings; but any 
earnings accumulated prior to March 1, 1913, may be distrib- 
uted in stock dividends or otherwise, exempt from the tax, 
after the earnings accumulated since February 28, 1913, 
have been distributed. 

A dividend paid in stock of a corporation is considered 
income to the amount of the earnings distributed. Amounts 
distributed in the liquidation of a corporation are to be treated 
as payments in exchange for stock and any gain or profit 
realized thereby shall be taxed to the distributee as other 
gains or profits. 

If any stock dividend (1) is received by a taxpayer 
between January 1 and November 1, 1918, both dates inclu- 
sive, or (2) is during such period bona fide authorized or 
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FEDERAL INCOME TAX — I N D I VI DUALS 

declared, and entered on the books of the corporation, and 
is received by a taxpayer after November 1, 1918, and before 
the expiration of 30 days after the passage of the Revenue 
Act of 1918 (viz. before March 27, 1919), then, such divi- 
dend shall be taxed to the recipient at the rates prescribed 
by law for the years in which the corporation accumulated 
the earnings or profits from which such dividend was paid, 
but the dividend shall be deemed to have been paid from the 
most recently accumulated earnings or profits. 

Any distribution made during the first 60 days of any 
taxable year shall be deemed to have been made from earn- 
ings or profits accumulated during preceding taxable years; 
but any distribution made during the remainder of the tax- 
able year shall be deemed to have been made from earnings 
or profits accumulated between the close of the preceding 
taxable year and the date of distribution, to the extent of 
such earnings or profits, and if the books of the corporation 
do not show the amount of such earnings or profits, the 
earnings or profits for the accounting period within which 
the distribution was made shall be deemed to have been 
accumulated ratably during such period, 

4. Partnership Profits — ^Your share in partnership 
profits, whether divided and distributed or not (net profits, 
not gross) • 

5. Profit resulting from purchases and sales of prop- 
erty including stock market transactions. 

If acquired prior to March 1, 1913, the profit is based 
on the fair market price or value, as of March 1, 1913. 

If acquired on or after March 1, 1913, the profit is 
based on (a) the cost thereof or (b) the inventory value. 

When property is exchanged for other property, the 
property received in exchange shall for the purpose of deter- 
mining gain or loss, be treated as the equivalent of cash to 
the amount of its fair market value, if any; but when in 
connection with the reorganization, merger or consolidation 
of a corporation a person receives in place of stock or securi- 
ties owned by him new stock or securities of no greater aggre- 
gate par or face value, no gain or loss is deemed to occur from 
the exchange and the new stock or securities received are to 
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be treated as taking the place of the atock, securities or 
property exchanged. 

When in the case of any such recffganization, merger 
or consolidation, the aggregate par or face value of the new 
stock or securities received is in excess of the aggr^;ate par 
or face value of the stock or securities exchanged, a like 
amount in par or face value of the new stock or securities 
recdved shall be treated as taking the place of the stock or 
securities exchanged, and the amount of the excess in par 
or face value shall be treated as a gain to the extent that the 
fair market value of the new stock or securities is greater 
than the cost (or if acquired prior to March 1, 1913, tiie fair 
market value as of that date) of the stock or securities ex- 
changed. 

6. Amounts distributed by a personal service cor- 
poration during its taxable year shall be accounted for by 
the distributees; and any portion of the net income remain- 
ing undistributed at the dose of its taxable year shall be 
accounted for by the stockholders of such corporation at 
the dose of its taxable year in proportion to their respective 
shares. 

7. Any other gains or profit and income from any 
source whatever except non-taxable income noted in the 
next question and answer. 

Q. What income can I omit from my return? 

A. The following items, among others, are not taxable and 
need not be reported in your return: 

1. Proceeds of life insurance polides, paid upon the 
death of the insured to individual benefidaries or to the 
estate of the insured. 

2. The amount recdved by the insured as a return of 
premium, paid by him under life insurance, endowment, or 
annuity contracts, either during the term or at the maturity 
of the term mentioned in the contract or upon surrender of 
the contract. 

3. Christmas presents and other gifts, including prop- 
erty acquired through will or by inheritance, but the income 
from such property must be included in gross income. 
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4. Interest upon (a) The obligations of a State, Terri- 
tory or any political sui>-division thereof, or the District 
of Columbia, or (b) Securities issued under the provisions of 
the Federal Farm Loan Act of July 17, 1916, or (c) the obliga- 
tions of the United States or its possessions, or (d) Bonds 
issued by the War Finance Corporation, provided, that every 
person owning any of the obligations, securities or bonds 
enumerated in the clauses (a), (b), (c) and (d) shall, in his 
return submit a statement showing llie number and amount 
of such obligations, securities and bonds owned by him and 
the income received therefrom in such form and with such 
information as the commissioner may require. In the case 
of obligations of the United States issued after September 
1, 1917, and in the case of bonds issued by the War Finance 
Corporation, the interest is exempt only if and to the extent 
provided in the respective Acts authorizing the issue thereof 

^ as amended and supplemented, and is to be excluded fix>m 
gross income only if and to the extent it is wholly exempt 
from taxation to the taxpayer both under the Income Tax 

Law and the War-Profits and Excess-Profits Tax Law. 

* 

Interest on Liberty bonds is exempt to the extent au- 
thorized by the various statutes. See table of exemptions 
on page 6. 

5. The income of foreign governments received from 
any source whatever within the United States. 

6. Amounts received through accident or health in- 
surance or under workmen's compensation acts as compensa- 
tion for personal injuries or sidmess, plus the amount of 
any damages received, whether by suit or agreement, on 
account of such injuries or sickness. 

7. -Certain income accruing to any State, Territory or 
any political sub-division thereof, or the District of Colum- 
bia, or any possession. 

8. So much of the amount as does not exceed $3,500, 
recdved during the present war by a person in the military 
or naval forces of the United States, as salary or compensa- 
tion in any form from the United States for active services 
in such forces, including among others the Marine Corps, 
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the Coast Guard, the Army Nurse Corps, Female and the 
Navy Nurse Corps, Female. 

9. Allotments and family allowanoes, compensation 
and insurance payable under Articles II, III and IV respec- 
tively of the War Risk Insurance Act (approved September 
2, 1914, as amended) are exempt from all taxation. 
Q. I am a stockholder in a corporation and during 
1919 I received from the corporation a cash dividend and 
also an extra dividend paid in stock of the corporation. 
Must I pay a tax on the stock dividend as income, in view 
of the fact that it really represents no income to me? 

A. The United States Supreme Court decided under the 
1913 Income Tax Statute that stock dividends are not income 
within the meaning of that statute. The Treasury Department, 
however, now holds that stock dividends are taxable as income 
since the present law contains a provision expressly defining 
stock dividends as taxable income. 

A decision has been rendered by Judge Mayer, in the Federal 
District Court for the Southern District of New York, holding 
that stock dividends are not income, and therefore not taxable 
under the present law. The Treasury Department, however, 
will undoubtedly proceed to collect the tax on such dividends 
until this question is finally decided by the United States Supreme 
Court, under the law as amended. 

Q. Should a married man include his wife's income 
in his return? 

A. This is optional. A joint return may be filed or each 
may file a separate return if desired. If a joint return is filed, 
the surtax should be figured separately. 

However, where the joint net income is over $5,000 and a 
surtax begins to apply, it is advisable to file separate retiurns in 
order to avoid any possibility of increasing the surtax by figuring 
it upon their combined incomes. 

Net Income 

Q. What can I deduct from the gross income in my 
return? 

A. The following can be deducted: 

1. Expenses — ^AU ordinary and necessary expenses 
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paid or incurred during the taxable year in carrying on any 
trade or business including reasonable allowance for salaries 
or other compensation for personal services actually rendered 
and including rentals or other payments required to be made 
as a condition to the continued use or possession for purposes 
of the business of property to which the tax-payer has not 
taken or is not taking title or in which he has no equity. 
Expenses of landlord in maintaining the property rented out 
by him may be deducted. 

Contributions or gifts made within the taxable year 
to corporations organized and operated exclusively for 
religious, charitable, scientific or educational purposes or for 
prevention of cruelty to children or animals, no part of the 
net earnings of which iniu*es to the benefit of any stockholder 
or individual, or to the special fund for vocational rehabilita- 
tion authorized by Section 7 of the Vocational Rehabilitation 
Act, to an amount not in excesd of 15 per cent of the tax- 
payer's net income, as computed before deducting such gifts. 

The following cannot I>e deducted: (a) Personal, liv- 
ing or family expenses, (b) Any amount paid out for new 
buildings or for permanent improvements or betterments 
made to increase the value of any property or estate, (c) 
Any amount expended in restoring property or in making 
good the exhaustion thereof for which an allowance is or has 
been made, (d) Premiimis paid on any life insurance policy 
covering the life of any officer or employe or of any person 
financially interested in any trade or business carried on by 
the taxpayer, when the taxpayer directly or indirectly is a 
beneficiary under such policy. (e) Gifts to dependent 
relatives. 

2. Interest on Indebtedness — All interest paid or 
accrued within the taxable year on indebtedness except on 
indebtedness incurred or continued to purchase or carry 
obligations or securities (other than obligations of the United 
States issued after September 24, 1917), the interest upon 
which is wholly exempt from taxation as income to the tax- 
payer*, or in the case of a non-resident alien individual the 
proportion of such interest which the amount of his gross 
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iooome firom sources wfthm the United States bears to the 
amount of his gross incmne from all sources. 

3. Taxes — ^Paid or accmed within the taxable year, 
imposed (a) by the authority of the United States except 
income, war-profits and excesfr-profits taxes, or (b) by the 
authority of any of its possessions except the amount of 
income, war-profits and excess-profits taxes allowed as a 
credit as indicated on page 11, or (c) by the authority 
of any State or Territory or any County, School district. 
Municipality or oth^ taxing sub-division of any State or 
Territory not including those assessed against local benefits 
of a kind tending to increase the value of the property 
assessed, or (d) in the case of a citizen or resident of the 
United States by the authority of any foreign country 
except the amount of income, war-profits and excess-profits 
taxes allowed as a credit as indicated on page 11 or (e), 
in the case of a non-resident alien individual by the author- 
ity of any foreign country (except income, war-profits and 
excess-profits taxes and taxes assessed against local benefits 
of a kind tending to increase the value of the property assess- 
ed), upon property or business. 

4. Losses, sustained during the taxable year and not 
compensated for by insurance or otherwise, if incurred in 
trade or business. 

5. Losses, sustained during the taxable year and not 
compensated for by insurance or otherwise, if incurred in 
any transaction entered into for profit, though not con- 
nected with the trade or business, but in the case of a non- 
resident alien individual, only as to such transactions within 
the United States. 

6. Losses, sustained during the taixable year of prop- 
erty not connected with the trade or business (but in the 
case of a non-resident alien individual only property within 
the United States) if arising from fires, storms, shipwreck 
or other casualty or from theft and if not compensated for 
by insurance or otherwise. 

7. Debts, ascertained to be worthless, and charged off 
within the taxable year. 
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8. Depreciation — ^Reasonable allowance for the ex- 
haustion, wear and tear of property used in the trade or 
business, including a reasonable allowance for obsolescence. 

9. Depreciation — ^The Act contains special pro- 
visions permitting special deduction for buildings, machin- 
ery and other facilities acquired on or after April 6, 1917, 
and contributing to the prosecutioii of the war, and also in 
the case of mines, oil and gas wells, other natural deposits 
and timber. 

10. Loss by falling prices, etc. — If it is shown to the 
satisfaction of the Commissioner of Internal Revenue that 
during the taxable year 1919 a taxpayer has sustained a 
substantial loss (whether or not actually realized by sale or 
other disposition) resulting from any material reduction 
(not due to temporary fluctuation) of the value of the in- 
ventory for the taxable year 1918, or from the actual payment 
after the close of the taxable year 1918 of rebates in pur- 
suance of contracts entered into during the year 1918 upon 
sales made during the year 1918, then the amoimt of such 
loss shall be deducted from the net income for the taxable 
year 1918 and the tax for such year shall be redetermined 
accordingly. Any amount found to be due to the taxpayer 
upon the basis of such redetermination will be credited or 
refunded to the taxpayer. 

11. Dividends received from taxable corporations. 
Also dividends from a personal service corporation out of 
earnings upon which the income tax has been imposed. 
These deductions apply to the normal tax only. 

12. Interest on Government Bonds — Interest on ob- 
ligations of the United States and bonds of the War Finance 
Corporation, which is taxable for the surtax as indicated on 
page 6 may be deducted for the normal tax. 

13. Personal exelnptions, see page 9. These exemp- 
tions are not allowed in figuring the surtax. 

Q. I bought and sold stock in 1919 and on certain 
transactions made a profit of $5,000 and on others I sus- 
tained losses of $15,000. Can I deduct all of such losses? 
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A. Yes, you can deduct the entire amount of such losses 
notwithstanding they exceed your profits from similar trans- 
actions. 

Q. When shares of stock of a corporatioii are sold 
from lots purchased at different times and at different 
prices, what lots shall the stock sold be <sharged against? 

A. If the identity of the lots cannot be determined, the 
stock sold shall be charged against the earliest purchases of such 
stock. 

Q. Are bonuses to employees allowable deductions 
from gross income? 

A. Yes, when made in good faith and as additional com- 
pensation for services actually rendered by employees, provided 
such payments, when added to stipulated salaries, do not exceed 
a reasonable compensation for the services rendered. 

Q. Must inventories be used in ascertaining net in- 
come? If SO9 upon what basis are they to be computed? 

^ A. The statute provides that whenever in the opinion of 
the Commissioner the use of inventories is necessary in order 
clearly to determine tlie income of any taiqpayer, invoitories 
shall be taken by such taiqpayer upon such basis as the Commis- 
sioner, with the approval of Uie Secretary, may prescribe as con- 
forming as nearly as may be to the best accounting practice in 
the trade or business and as most clearly reflecting the income. 

Q« My profits for 1919 will be small due to losses 
sustained in selling goods at lower prices than they were 
valued in my inventory for 1918. I paid a high tax for 
1918 on profits whi<di were therefore largely paper profits. 
Can said Ifisses be thrown back into 1918 by re-valuing my 
inventory for 1918 and the tax for said year redetermined? 

A. Yes, provision is made in such a case for correcting your 
return for 1918 and haying the tax for such year redetermined 
accordingly. (See paragraph 10 on the next preceding page.) 

Q. I receive 9500 a year interest on Taz«free Covenant 
Bonds of a corporation on whi<di interest the corporation 
pays to the government 2% of the normal tax. Is this 
tax so paid by the corporation considered additional in- 
come to me? 
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A. Yes. It must be included in your income as additional 
interest. The amount of the tax so paid is also to be deducted 
from the total tax computed on your individual return. 

Q. If my business sustained a net loss in 1919, may I 
have my 1918 return reopened and the 1918 income reduced 
by such net loss? 

A. Yes, the statute provides that if for any taxable year 
beginning after October 31, 1918, and ending prior to January 
1, 1920, it appears to the Commissioner that any taxpayer has 
sustained a net loss, the amount of such net loss shall be de- 
ducted from the net income of the taxpayer for the preceding 
taxable year and the taxes for such year redetermined accord- 
ingly. The difference in the tax shall be credited or refunded 
to the taxpayer. 

Q. What is meant by a net loss referred to in the 
preceding question? 

A. Net losses resulting from either (1) The operation of 
any business regularly carried on by any taxpayer, or (2) the 
bona fide sale by the taxpayer of plant, buildings, machinery, 
equipment or other facilities, constructed, installed or acquired 
by the taxpayer on or after April 6th, 1917, for the production 
of articles contributing to the prosecution of the present war 
and when so resulting, means the excess of the deductions 
allowed by law (excluding in the case of corporations amounts 
allowed as deductions under paragraph (6) of Sub-division (a) 
of Section 234) over the sum of the gross income, plus any in- 
terest received free from taxation, both under the income tax 
and the war-profits and excess-profits tax. 

Q« Are the foregoing deductions allowed to the mem- 
bers of a partnership and the beneficiaries of an estate or 
trust? 

A. Yes. 
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EXECUTORS, ADMINISTRATORS, TRUSTEES 
AND GUARDIANS, ETC. 

Q. Does an executor, trustee, guardian or other fidu- 
ciary have to file a return? 

A, Every fiduciary (except Receivers appointed by author- 
ity of law in possession of part only, of the property of an 
individual) must make a return for the individual, estate or 
trust for which he acts: 

1. If the income of such individual is $1,000 or over, 
if single, or if married and not living with husband or vrife; 
or $2,000 or over if married and living with husband or 
wife; or 

2. If the income of such estate or trust is $1,000 or 
over, or if any beneficiary of such estate or trust is a non- 
resident alien. 

Q. How is the net income of the estate or trust com- 
puted? 

A. On the same basis as that applying to individuals, 
except that there is also allowed as a deduction any part of the 
gross income, which, pursuant to the terms of the will or deed 
creating the trust, is during the taxable year paid to or per- 
manently set aside for the United States, any state, territory, or 
any political subdivision thereof, or the District of Columbia, or 
any corporation organized and operated exclusively for re- 
ligious, charitable, scientific or educational purposes, or for the 
prevention of cruelty to children or animals, no part of the net 
earnings of which inures to the benefit of any private stock- 
holders or individual. 

Q. Are estates and trusts subject to both the normal 
tax and surtax? 

A. Both the normal tax and the surtax apply to the in- 
comes of estates or any kind of property held in trust including; 

(1) Income received by estates of deceased persons 
during the period of administration or settlement of the 
estate. 
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(2) Income accumulated in trust for the benefit of 
unborn or unascertained persons or persons with contingent 
interests. 

(3) Income held for future distribution under the 
terms of the will or trust. 

(4) Income which is to be distributed to the benefi- 
ciaries periodically, whether or not at regular intervals, and 
the income collected by a guardian of an infant to be held 
or distributed as the court may dire^. ^ 

Q. Who pays the tax? 

A. In cases under paragraph (1), (2) or (3) above, the 
tax is imposed upon the net income of the estate or trust and is 
to be paid by the fiduciary, except that in determining the net 
income of the estate of any deceased person during the period 
of administration or settlement there may be deducted the 
amount of any income properly paid or credited to any legatee, 
heir or other beneficiary. In such cases the estate or trust for 
the purpose of the normal tax is allowed the same personal ex- 
emptions and credits as are allowed to single persons. 

Q. Does the fiduciary pay the tax on income that is 
distributed or credited to the beneficiaries during the 
period of administration or settlement and in cases 
covered by paragraph (4) above? 

A. In such cases the tax is not to be paid by the fiduciary, 
but the beneficiary in his income tax return must include his 
distributive share whether distributed or not, of the net income 
of the estate or trust for the taxable year, or if his net income 
for such taxable year is computed upon the basis of a period 
different from that upon the basis of which the net income 
of the estate or trust is computed, then his distributive share 
of the net income of the estate or trust for any accounting 
period of such estate or trust ending within the fiscal or calen- 
dar year, upon the basis of which such beneficiary's net income 
is computed. In such cases the beneficiary for the purpose of 
the normal tax is allowed as credits, his proportionate share of 
dividends on stock of corporations and interest on government 
bonds received by the estate or trust. 

23 



FEDERAL INCOME TAX — PARTNERSHIPS 



PARTNERSHIPS. 

Q. Must partnerships £de returns for the income tax? 

A. Every partnership shall make a return for each taxable 
year, stating specifically the items of its gross income and the 
deductions allowed by the statute to individuals, and must in- 
clude in the return the names and addresses of the individuals 
who would be entitled to share in the net income if distributed, 
and the amount of the distributive share of each individual. 
The return may be sworn to by any one of the partners. 

Q. Must the partnership, as such, pay an income tax? 

A. No, the partners will be taxable as individuals and are 
obliged to include in their individual returns their shares in 
the net income of the partnership whether divided and dis- 
tributed or not. 

Q. I am a member of a partnership whose fiscal year 
differs from the calendar year. How shall I report my 
partnership income in my individual return, which covers 
the calendar year 1919? 

A. Your return should include therein your distributive 
share of the net income of the partnership for any accounting 
period of the partnership ending within the calendar year 1919. 

Q. Since my partnership's fiscal year takes in part of 
1918 and part of 1919, will any allowance be made for the 
difference in the rates of tax for those two years? 

A. The rates for 1918 apply to an amount of yoiu* share of 
the partnership's net income (determined under the law ap- 
plicable to such year), equal to the proportion which the part 
of the fiscal year falling within 1918 bears to the full fiscal 
year and the rates for 1919 apply to an amount of your share 
of the partnership's net income (determined under the law ap- 
plicable to such year), equal to the proportion which the part 
of the fiscal year falling within 1919 bears to the full fiscal year. 

Q. My partnership received dividends from corpora- 
tions and interest on government bonds, may I be allowed 
a credit for these items in my individual return? 

A. Yes, you will be allowed a credit for your proportion- 
ate share of such dividends and interest. The dividends re- 
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ferred to are those received from corporations which are sub- 
ject to the income tax and dividends received from personal 
service corporations paid out of earnings upon which an income 
tax has been imposed. 

Q. How should partnership profits be computed? 

A. In the same manner and on the same basis as in the 
case of individuals except that the deduction of contributions 
or gifts to charitable, etc., organizations is not allowed. 

PERSONAL SERVICE 'CORPORATIONS. 

Q. What is a personal service corporation? 

A. A corporation whose income is to be ascribed primarily 
to the activities of the principal owners or stockholders who are 
themselves regularly engaged in the active conduct of the affairs 
of the corporation and in which capital (whether invested or 
borrowed) is not a material income-producing factor; but does 
not include any foreign corporation, nor any corporation 50 
per centum or more of whose Gross Income consists either (1) 
of gains, profits, or income derived from trading aa a principal, 
or (2) of gains, profits, commissions, or other income, derived 
from a government contract or contracts made between April 
6, 1917, and November 11, 1918, both dates inclusive. 

Q. Is a personal service corporation subject to the in- 
come tax? 

A. No, they are placed in the same class as partnerships 
and it is provided that any amounts distributed, during the 
taxable year, shall be accounted for by the distributees; and any 
portion of the net income remaining undistributed at the close 
of its taxable year shall be accounted for by the stockholders 
of such corporation at the close of its taxable year in proportion 
to their respective shares. 

Q. Must a personal service corporation file a Return? 

A . Yes . See next heading . 

Q« I am a stockholder in a '^personal service'* corpora- 
tion. I received dividends in 1919, paid from earnings 
accumulated by the corporation in 1919. On December 31, 
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1919, I was still a stockholder in the corporation. What 
must I report in my individual return, and how? 

A. The dividends must be reported in the same manner as a 
partner reports profits received from a partnership and such 
dividends will be subject to both the Normal Tax and the surtax. 
You must also report your share of the 1919 earnings of the 
corporation, remaining undistributed on December 31, 1919, 
the close of the taxable year of the corporation. 

Q. Referring to the preceding question, suppose I sold 
my stock in November, 1919, what would I report and what 
would my transferee report? 

A. You would account for the dividends received in the 
manner indicated in the preceding answer and your transferee, 
if he was still a stockholder on December 31, 1919, would 
report his share of the 1919 earnings of the corporation remain- 
ing undistributed on that date, the close of the taxable year of. 
the corporation. 

CORPORATIONS. 

Q. When must income tax returns be filed? 

A. Any time after January 1st, but not later than March 
15th. 

If, however, the return is made on the basis of a fiscal year 
it must be filed on or before the 15th day of the third month 
following the close of the fiscal year. 

Q« Where must Returns be filed? 

A . In the district in which the principal office is located. 

Q. What corporations and associations are required 
to file a return? 

A. Every corporation subject to the income tax and every 
personal service corporation must file a return. 

Q. What corporations and associations are exempt 
from the tax? 

A. The Act expressly exempts several classes of cor- 
porations and associations such as charitable organizations, 
trade leagues, personal service corporations, etc. See section 231. 
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Q. Two corporations are closely connected in business. 
Are they compelled to make a combined return, instead of 
separate returns? 

A. If the corporations are ^'affiliated" within the meaning 
of the statute, they are required to file one return on a consoli- 
dated basis both for the income tax and the war-profits and ex- 
cess-profits.tax. 

The tax will be computed in the first instance as a unit and 
will then be assessed upon respective corporations in such pro- 
portions as may be agreed upon among them, or in the absence 
of any such agreement, then on the basis of the net income 
properly assignable to each. . Only one exemption of $2,000 is 
allowed in computing the Income Tax and only one exemption 
of $3,000 in computing the War-Profits and Excess-Profits Tax. 

There shall be taken put of such consohdated net income 
and invested capital, the net income and invested capital of 
any such affiliated corporation organized after August 1, 1914, 
and not successor to a then existing business, 50 per centum 
or more of whose gross income consists of gains, profits, com- 
missions or other income derived from government contract or 
contracts made between April 6, 1917, and November 11, 1918, 
both dates inclusive. In such case the corporation so taken out 
shall be separately assessed on the basis of its own invested 
capital and net income, and the remainder of such affiliated 
group shall be assessed on the basis of the remaining consoli- 
dated invested capital and net income. 

Q. What is meant by the words '^affiliated corpora- 
tions"? 

A. The statute defines such corporations as follows: 
Two or more Domestic Corporations shall be deemed to be 
affiliated (1) if one corporation owns directly or controls through 
closely affiliated interests or by a nominee or nominees sub- 
stantially all the stock of the other or others, or (2) if sub- 
stantially all the stock of two or more corporations is owned or 
controlled by the same interests. 

Q. What is the rate of the income tax? 

A. For the year 1919 and subsequent years, 10 per cent. 
Raihoad corporations under federal control are taxed at 
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special rates as provided in sections 230 and 301 of the statute. 

Q. What constitutes gross income of a corporation? 

A. Gross income means the same as gross income in the 
case of an individual. See page 12. Section 233 of the Act, 
however, contains special provisions as to life insurance com- 
panies, mutual marine insurance companies and foreign cor- 
porations. 

Q. What items can a corporation deduct from its gross 
income in computing the amount of its taxable income? 

A. (1) Ordinary and necessary expenses paid or in- 
curred during the taxable year in carrying on any trade or 
business including a reasonable allowance for salaries or 
other compensation for services actually rendered and in- 
cluding rentals or other payments required to be made as 
a condition to the continued use or possession of property, 
to which the corporation has not taken or is not taking 
title, or in which it has no equity. 

(2) Interest paid or accrued within the taxable year 
on its indebtedness, except on indebtedness incurred or 
continued to purchase or carry obUgations or securities 
(other than obligations of the United States issued after 
September 24, 1917) the interest upon which is wholly 
exempt from taxation under the Income Tax Law, as in- 
come to the taxpayer, or in the case of a foreign corpora- 
tion the proportion of such interest, which the amount of 
its gross income from sources within the United States 
bears to the amount of its gross income, from all sources, 
within and without the United States. 

(3) Taxes paid or accrued within the taxable year, 
imposed (a) by the authority of the United States except 
income, war-profits and excess-profits taxes; or (b) by the 
authority of any of its possessions except the amount of 
income, war-profits and excess-profits taxes allowed as a 
credit under Section 238; or (c) by the authority of any 
State or Territory or any county, school district, muni- 
cipality or other taxing subdivision of any State or Territory, 
not including those assessed against local benefits of a 
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kind tetiding to increase the vdlue of the property assessed; 
or (d) in the case of a domestic corporation by the authority 
of any foreign country, e^ccept the amount of foreign in- 
come, war-profits and excess-profits taxes, allowed as a 
credit under Section 238; or (e) in the case of a foreign 
corporation by the authority of any foreign country (except 
income war-profits and excess-profits taxes, and taxes as- 
sessed against local benefits of a kind tending to increase 
the value of the property assessed) upon the property or 
business. No deduction is allowed for the payment of the 
tax at the source by corporations paying interest on bonds 
without deduction. 

(4) Losses, sustained during the taxable year and not 
compensated for by insurance or otherwise. 

(5) Debts, ascertained to be worthless and charged off 
within the taxable year. 

(6) Dividends received from a corporation which is 
subject to the income tax, and also amounts received as 
dividends from a personal service corporation, out of earn- 
ings upon which the income tax has been imposed. 

(7) Depreciation — ^A reasonable allowance for the ex- 
haustion, wear and tear of property used in the trade or 
business including a reasonable allowance for obsolescence. 

(8) Depreciation — Paragraph (8) of Secftion 234 con- 
tains provisions permitting special deduction for buildings, 
machinery and other facilities acquired on or after April 6, 
1917, and contributing to the prosecution of the war and also 
in the case of mines, oil and gas wells and other natural 
deposits and timber. 

(9) Loss by falling pricels, etc. — If it is shown to the 
satisfaction of the Commissioner of Internal Revenue that 
during the taxable year 1919 a taxpayer has sustained a sub- 
stantial loss (whether or not actually realized by sale or other 
disposition) resulting from any material reduction (not due 
to temporary fluctuation) of the value of the inventory for the 
taxable year 1918, or from the actual payment after the close 
of the taxable year 1918 of rebates in pursuance of contracts 
entered into during the year 1918 upon sales made during 
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the year 1918, then the amount of such loss shall be de- 
ducted firom the net faioome for the tazaUe year 1918 and 
the tax for sudi year shaD be redetermined accordin^y. 
Any amount found to be due to the taxpayer upon the basis 
of such redetermination will be credited or refonded to the 
taxpayer. 

(10) Interest recehred upon obligations of the United 
States and bonds issued by the War Finance C<MX)oration, 
and which is included in gross income as bdng in excess of 
the amount exempted firom the war-profits and excess-profits 
tax. This deduction is, of course, permitted for the income 
tax only. 

(11) War-profits and Excess-profits tax assessed for 
the same taxable year. 

If a corporation makes a return for a fiscal year begin- 
ning in 1918 and ending in 1919, the war-profits and excess- 
profits tax applicable to a portion of the fiscal year shall be 
credited against the income for the same portion of the fiscal 
year. 

(12) $2,000 exemption— A fixed exemption of $2,000 
is aUowed domestic corporations. 

Note: Certain additional deductions are allowed In- 
surance Companies (see Sec. 234 of the Act) . 

Q. May premiums on life insnrancse policies be de- 
ducted? 

A. Premiums paid on any life insurance poficy covering 
the life of any o£Sc^ or employee or of any person financially 
interested in any trade or business carried on by the taxpayer 
cannot be deducted when the taxpayer is directly or indirectly 
a beneficiary under such policy. 

Q* Our corporation pays income taxes in a foreign 
country and to possessions of the United States, may we 
have sucJi taxes credited against the United States tax? 

A. In the case of a domestic corporation, the total income, 
war-profits and excess-profits taxes payable to the United States, 
will be credited with the amount of any income, war-profits and 
excess-profits taxes paid during the taxable year to any foreign 
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country upon income derived from sources therein, or to any 
possession of the United States. 

If such taxes are refunded or the accrued tax is not paid 
in whole or in part the Commissioner must be notified at once. 

Q. Our corporation owns a majority of the voting 
stock of a foreign corporation which transacts no business 
and derives no income from sources within the United 
States. Can the dividends received from said foreign 
corporation be deducted in computing the net income of 
our corporation? 

A. No, because such foreign corporation is not taxable 
for Federal Income, War-profits and Excess-profits Taxes. 

Q. Since our corporation is taxable on the dividends 
received from such foreign corporation, may our corpora- 
tion have any credit for the income, war-profits and excess- 
profits taxes paid by such foreign corporation to any 
foreign country? 

A. A domestic corporation which owns a majority of the 
voting stock of a foreign corporation shall be deemed to have paid 
the same proportion of any income, war-profits and excess-pro- 
fits taxes paid (but not including taxes accrued) by such foreign 
corporation during the taxable year to any foreign country or 
to any possession of the United States upon income derived from 
sources without the United States which the amount of any 
dividends (not allowed as a deduction) received by such domestic 
corporation from such foreign corporation during the taxable 
year bears to the total taxable income of such foreign corporation 
upon or with respect to which such taxes were paid: provided, 
that in no such case shall the amount of the credit for such taxes 
exceed the amount of such dividends (not allowed as a deduction) 
received by such domestic corporation during the taxable year. 

Q. Our corporation is about to sell its business and in 
addition to the purchase price of the business, the vendee 
has agreed to pay whatever amount of additional income, 
war-profits and excess-profits taxes that will have to be 
paid because of the sale of said business. If such taxes 
are paid by the vendee, will the amount thereof constitute 
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income to our corporation and be subject to a tax thereon? 

A. The tax so paid by the vendee m behalf oi the vendor 
constitutes additional taxable income to the corporation which 
must be reported in its income tax return and will be subject 
to a tax thereon. 

Q. If a business sustains a net loss in any year, may 
it deduct such net loss from its income for the preceding 
or following year? 

A. This question is answered by two questions and answers 
on page 21. 

COLLECTION AT THE SOURCE. 

Q. Is any tax required to be withheld and deducted 
from interest on bonds containing so-called ^^Tax-free'' 
or **Tax exempt'' covenants? 

A. Yes, a tax of 2% is required to be withheld and de- 
ducted from the interest on such bonds payable to a non-resident 
alien individual or to an individual citizen or resident of the 
United States or to a partnership or to a foreign corporation 
not engaged in business and not having any office or place of 
business within the United States, £uid also (if the Commissioner 
authorizes) in the case of income or securities the owners of 
which are not known to the withholding agent. 

Q. May I prevent deduction of the tax by claiming 
exemption? 

A. The statute provides that deduction and withholding 
shall not be required in the case of a citizen or resident if he 
files with the withholding agent on or before February 1st a 
signed notice in writing claiming the benefit of the personal 
exemptions and credits allowed an individual; nor in the case 
of a non-residrat alien individual if so provided for in Treasury 
Regulations. 

Q. When must returns be filed and the tax paid? 

A. Returns of the tax deducted must be filed on or before 
March lat and the tax paid on or before June 15th. 
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INFORMATION AT SOURCE. 

Q. When must reports be filed? 

A. On or before March 15th of each year or at such other 
time as may be prescribed by Treasury Regulations. 

Q. Who are required to file reports of income paid by 
them to others? 

A. In all cases where the interest, rent, salaries, etc., paid 
amounts to $1,000 or more, in any taxable year. 

Such information is required regardless of amounts payable, 
in the case of corporate interest payments, and certain foreign 
payments. 

This provision does not apidy, however, to the payment of 
interest on obligations of the United States. 

NON-RESIDENT ALIENS. 
Individuals, Partnerships and Corporations 

Q. On what income are non-resident alien individuals 
and foreign corporations subject to tax? 

A. On all income from sources within the United States, 
including interest on bonds, notes or other interest bearing 
obligations of residents, corporate or otherwise, dividends from 
resident corporations and including all amounts received (al- 
though paid under a contract for the sale of goods or otherwise) 
representing profits on the manufacture smd disposition of goods 
within the United States. 

Q. Are foreign partnerships subject to tax? 

A. No, except in the case of interest paid to a foreign part- 
nership upon bonds or other obligations of domestic or resident 
foreign corporations containing a so-called tax-free covenant 
clause when a tax of 2% is required to be withheld. 

The individual members of a foreign partnership, however, 
are subject to a tax individually on their share of the profits 
derived by the partnership from sources within the United States. 

Q. Who is a non-resident alien individual? 

A. An individual (a) whose residence is not within the 
United States and (b) who is not a citizen of the United States. 
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Q. What is a non-resident foreign corporation? 

A. A foreign corporation not engaged in trade or business 
within the United States and not having any office or place of 
business therein. 

Q. What is a resident foreign corporation? 

A. A foreign corporation engaged in trade or business within 
the United States £uid having an office or place of business therein. 

Q. Must a non-resident alien individual make or have 
made a complete return of his income received from 
sources within the United States regardless of amount? 

A. Yes, unless the tax on such income has been fully paid 
at the source. If, however, it appears on the filing of a return 
that a non-resident alien is not liable for tax, but nevertheless 
a tax has been withheld at the source, such non-resident alien 
may obtain refund of the tax withheld upon filing with the 
return a statement showing accurately the amounts of tax with- 
held with the names and post office addresses of all withholding 
agents. 

Q. Must a foreign corporation receiving income from 
sources within the United States file a return? 

A. Yes. If such corporation, however, has no office or 
place of business here but has a resident agent, the agent must 
make the return. 

Q. May a non-resident alien receive the benefit of 
similar deductions and credits allowed citizens and 
residents of the United States? 

A. Yes, to the extent shown in answer to next question, 
but only by filing or causing to be ffied a true and accurate return 
of his total income from all sources, corporate or otherwise, in 
the United States. 

Q. What are the deductions and credits allowed a 
non-resident alien individual referred to in the preceding 
question? 

A. In computing net income a non-resident alien individual 
is entitled to the following deductions: 
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DEDUCTIONS 

(1) Business expenses, taxes imposed by a foreign coun- 
try, losses in trade, bad debts, depreciation, amortization, 
depletion and loss in inventory are allowed only if and to 
the extent that they are connected with income arising from 
a source within the United States. 

(2) Interest paid or accrued proportionate to his income 
from sources within the United States. 

(3) Losses incurred in any trsmsaction entered into for 
profit, or arising from casualty or theft, are confined to 
trsmsactions and property within the United States. 

(4) Contributions or gifts made to domestic corporations 
or to tlie vocational rehabilitation fund not in excess of 15 
per centum of the taxpayer's net income as computed with- 
out the benefit of this paragraph. 

CREDITS 

For the purpose of the normal tax a non-resident alien indi- 
vidual is entitled to credit dividends from domestic or resident 
foreign corporations and interest on obligations of the United 
States. 

A personal exemption of $1,000, if single, or $2,000 if the 
head of a family or a married person living with husband or 
wife and $200 for each dependent, if such dependent is under 
18 years of age or is incapable of self-support because mentally 
or physically defective, is allowed only if the country of which 
he is a citizen or subject imposes no income tax or if it imposes 
an income tax aUows a similar exemption or credit for dependents 
to citizens of the United States not residing in such country. 

Q. What deductions and credits are allowed foreign 
corporations in computing their net income arising from 
sources within the United States? 

A. The same deductions aie allowed foreign corporations 
from their gross income arising from sources within the United 
States as are allowed to domestic corporations to the extent 
that such deductions are connected with such gross income 
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except that interest paid on the corporate indebtedness can 
only be deducted in the proportion which the amount of its 
gross income from sources within the United States bears to 
the amount of its gross income from all sources within and with- 
out the United States and that full deduction may be made for 
taxes imposed by the United States or any of its possessions or 
by any state, territory, or political subdivision thereof, except 
taxes for local benefits, and income, war-profits and excess-profits 
taxes. 

A foreign corporation is also allowed to credit against its 
net income, before computing the income tax, the amount of 
any war-profits and excess-profits tax assessed against it for 
the same taxable year and the amount of non-exempt interest 
received upon obligations of the United States and bonds of the 
War Finance Corporation. It is not allowed the specific exemp- 
tion of $2,000 allowed a domestic corporation. 

Q. What exemption is allowed a non-resident alien 
individual or a foreign corporation, partnership or associa- 
tion, not engaged in business in the United States bene- 
ficially owning bonds, notes and certificates of indebted- 
ness of the United States and bonds of the War Finance 
Corporation? 

A. Such securities so held are exempt both as to principal 
and interest from any and all taxation now or hereafter imposed 
by the United States, any State, or any of the possessions of the 
United States, or by any local taxing authority. 

Q. Is any tax required to be withheld from income 
received by foreign corporations from sources within the 
United States? 

A. Yes, in the case of foreign corporations not engaged in 
trade or business within the United States and not having any 
office or place of business therein, a tax equal to 10% is required 
to be withheld from fixed or determinable, annual or periodical 
income (other than dividends from corporations liable to the 
income tax, and interest upon corporate bonds containing a 
tax-free covensmt clause) payable to such foreign corporations, 
and a tax of 2% in the case of interest payable to such foreign 
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corporations upon bonds or other obligations of domestic or 
resident foreign corporations containing a so-called tax-firee 
covenant clause. 

Q. Is any tax required to be withheld from a foreign 
resident corporation? 

A. No. 

Q. Where the owner of securities is unknown to the 
withholding agent, at what rate is the tax withheld? 

A. In all cases where the owner of securities is unknown 
withholding is required at the highest applicable rate from inter- 
est on such bonds or other securities. 

Q. What is the rate of tax required to be withheld 
from incomie receiyed by a non-resident alien individual 
from sources within the United States? 

A. On fixed or determinable, annual or periodical income 
such as rents, salaries, interest, etc. (other than dividends from 
corporations liable to the income tax, and interest upon corpor- 
ate bonds containing a tax-free covenant clause), a tax of 8% 
is required to be withheld. 

On interest upon corporate bonds containing a tax-free 
covenant clause, a tax of 2% is required to be withheld. 

Q. A non-resident alien employee is entitled under 
the statute to credit for a personal exemption and for 
dependents. How may he claim the benefit of such credit 
against the tax withheld by his employer? 

A. By filing a claim for the benefit of such credit with his 
employer on Form 1115 duly filled out smd executed under oath. 

Q. If a non-resident alien individual entitled to credit 
for personal exemption or for dependents or both, does 
not file the claim referred to in the preceding question 
and does not file a return of income, will the tax be 
collected on the basis of his gross income from sources 
within the United States? 

A.. xCS. 

Q. I am a non-resident alien and receive a salary 
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from a domestic corporation for services performed by me 
for said corporation entirely without the United States. 
Am I subject to a tax on such salary? 

A. No. Salary paid to a non-resident alien for services 
performed in a foreign country is not subject to tax as income 
from a source within the United States. 

Q. Where foreign banks have two accounts with 
domestic banks, one a deposit account and the other a 
borrowing account, must the domestic bank deduct the 
tax from the entire amount of interest credited to the 
foreign bank or only from the excess of the amount of 
interest credited to the deposit account over the amount 
of interest charged upon the borrowing account? 

A. The tax is required to be withheld and deducted from 
the entire amount of interest credited to foreign banks upon their 
deposits in domestic banks without subtracting therefrom the 
interest charged by the domestic banks on money advanced or 
losmed to the foreign banks. If, however, foreign banks file 
returns of all their income from sources within the United States, 
the interest cheurged by domestic banks on the money advsmced 
to them can be deducted in such returns to the extent of the 
proportion of such interest which the amount of gross income 
from sources within the United States bears to the amount of their 
gross income from all sources within smd without the United 
States. The tax withheld will be credited against the total 
tax computed in the returns and if the tax withheld is in excess 
of the total tax lisibility a claim for refund csm be filed for the 
amount overpaid. 

Q. If a non-resident alien owns stock in an American 
corporation which he disposes of by sale in the United 
States, is the profit derived from such sale taxable as 
income from sources within the United States? 

A. Yes. 

Q. Is charter money or freight payments received 
by a foreign owner in regard to a vessel operated between 
the United States and foreign ports subject to tax? 

A. No, if the non-resident alien receiving the income main- 
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tains no regular agency in the United States and is not doing 
business in the United States. 

Q. I am a non-resident alien and own stoclrand notes 
of a corporation organized in the United States, but whicJi 
does no business and owns no property in tlie United 
States. Are the dividends received on such stock and the 
interest on such notes subject to tax? 

No. 

MISCELLANEOUS. 

Q. Must corporations report to the government the 
payment of dividends to stockholders? 

A. Every corporation subject to the income tax and every 
personal service corporation must, when required by the Com- 
missioner, render a return under oath of its payments of divi- 
dends, stating the name and address of each stockholder, the 
number of shares owned by him and the amount of dividends 
paid to him. 

Q. Must my broker report to the government concern- 
ing my business transactions? 

A. Every broker must, when required by the Commissioner 
file a return showing the names of customers, with such details 
as to profits, losses or other information as the Commissioner 
may require. 

PAYMENT OF TAXES. 

Q. When is the tax payable? 

A. The tax is payable in four equal instalments, as follows: 
^ at the time fixed by law for filing the return. 
^ on the 15th day of the 3rd month. 
^ on the 15th day of the 6th month. 
^ on the 15th day of the 9th month, after the time 
fixed by law for filing return. 

Where an extension of time for filing a return is granted 
the time for payment of the first instalment shall be postponed 
until the date of the expiration of the period of the extension, 
but the time for payment of the other instalments shall not be 
postponed unless the Commissioner so provides in granting the 
extension. 
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In any case in which the time for the payment of any instal- 
ment is at the request of the ta3q[>ayer thus postponed, there 
shall be added to the instalment, interest thareon at the rate 
of ^ per cent, per month, from the time it would have been 
due, if no extension had been granted, until paid. 

If any instalment is not paid when due, the whole amount 
of the tax unpaid shall become due and payable upon notice 
and demand of the Collector. 

If any tax r^emains unpaid after the date when it is due and 
for 10 days after notice and demand by the Collector, then, 
except in certain cases, there will be added as part of the tax 5 
per cent, on the amount due but unpaid plus interest at 1 per 
cent, per month. As to any such amount which is the subject 
of a ''bona fide" claim for abatem^it, such sum of 5 per cent, 
will not be added and the interest from the time the amount 
was due until the claim is decided will be at the rate of ^ per 
cent, per month. 

Q. May the whole tax be paid at once? 

A. Yes, in such case the total payment must be made on or 
before the time fixed by law for filing the return or where an 
extension of time for filing the return has been granted, on or 
before the expiration of the period of such extension. 

Q. In 1918, I overpaid my income tax due for that 
year. Can I have such overpayment credited against the 
amount of my income tax for 1919? 

A. Yes. A claim for credit can be filed with the Collector 
of Internal Revenue and if allow^ the amount of the overpay- 
ment will be credited against the 1919 tax and only the balance 
thereof will be assessed. 
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WAR PROFITS AND EXCESS- 
PROFITS TAX 

(Applies to Gorporaticiiw Only) 

Q. Who must file returns? 

A. Every corporation having a net income of $3,000 or 
over unless exempt under the Income Tax Law, i. e.y charitable 
corporations, trade leagues, personal service corporations, etc. 

Individuals and partnerships are not subject to war-profits 
and excess-profits tax. 

Q. When must returns be filed? 

A. At the same time income tax returns are required to 
be filed (see page 26) . . 

Q. What is a ^^personal service corporation''? 

A. The definition of a ^'personal service corporation" is 
given on page 25. 

Q. Are '^personal service corporations'' subject to 
the war-profits and excess profits-tax? 

A. No, they are to be treated as partnerships, and the 
stockholders will be taxable in their individual income tax re- 
turns on the amounts distributed to them by the corporation 
during its taxable year and any portion of the net income re- 
maining undistributed at the close of its taxable year will be 
taxable to the stockholders of such corporation at the close of 
its taxable year in proportion to their respective shares. 

Q. Only part of the net income of our corporation is 
derived from the employment of capital. May we arrange 
to be taxed on the remainder of the income as a ^^personal 
serriee corporation"? 

A. If part of the net income of a corporation is derived 
(1) from a business (or a branch of a business) in which the 
employment of capital is necessary, and (2) a part(constituting 
not less than 30% of its total net income) is derived from a 
separate business (or a distinctly separate branch of a business) 
which, if constituting the sole business would bring it within 
the class of 'Tersonal Service Corporations," then the tax upon 
the first part of such net income will be separately computed 
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(allowing in such computation only the same proportionate part 
of the war-profits credit and excess-profits credit allowed), and 
the tax upon the second part will be the same percentage there* 
of as the tax so computed upon the first part is of such first part. 
In other words, the tax upon the income produced by capital is 
first to be ascertained, and the same rate of tax on such income 
is to be applied in taxing the remainder of the income of the 
business. 

AMOUNT OF TAX. 

Q. What are the rates of the War-profits and Excess- 
profits Tax for 1919? 

A. For the year 1919 the tax is levied under two (2) brackets 
as follows: 

First Bracket. 

20% of the net income over the Excess-Profits Credit 
and under 20% of the Invested Capital. 

Second Bracket. 

40% of the net income over 20% of the Invested 
Capital. 

A corporation, however, which derives in such year 
a net income of more than $10,000 from any government 
contract or contracts made between April 6, 1917 and Novem- 
ber 11, 1918, both dates inclusive, is subject to a tax on its entire 
net income equal to the sum of such a portion of a tax, computed 
at the 1918 rates, as the amount of the net income attributable 
to such government contracts bears to the entire net income, 
and such a portion of a tax, computed at the 1919 rates, as the 
amount of the net income not attributable to such government 
contracts bears to the entire net income. 

Q. How do the rates of the War-Profits and Excess- 
Profits Tax for 1919 differ from the rates for 1918? 

A. The tax for 1918 was levied under three (3) brackets as 
follows: 

First Bracket. 

30% of the net income over the Excess-Profits Credit 
and under 20% of the Invested Capital. 
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Second Bracket. 

65% of the net income over 20% of the Invested 
Capital. 
Third Bracket. 

The sum, if any, of which 80% of the amount of the 
net income in excess of the War-Profits Credit exceeds 
the amount of the tax computed under the first and 
second brackets. 

Q. What is the Excess-Profits Credit? 

A. A specific exemption of $3,000 plus 8% of the Invested 
Capital for the taxable year. 

Q. If our corporation's Excess«Profits Credit is in 
excess of 20% of its Invested Capital can we apply the 
remainder of such credit against income in the second 
bracket? 

A» x es* 

Q. Our corporation's return covers a period less than 
12 months. Will it be allowed the full specific exemption 
of $3,000? 

A. No, the $3,000 exemption must be reduced to an amount 
which is the same proportion of $3,000 as the number of months 
in the period is of 12 months. 

Q. What is the War-Profits Credit referred to under 
the rates applicable to the year 1918? 

A. The War-Profits Credit consists of the sum of: 

(1) A specific exemption of $3,000. 

(2) An amount equal to the average net income for the 
corporation for the pre-war period (1911, 1912 and 1913) 
plus or minus, as the case may be, 10% of the difference 
between the average Invested Capital of the pre-war peridd 
and the Invested Capital for the taxable year. If the tax 
is computed for a period of less than 12 months, such amount 
must be reduced to the same proportion thereof as the num- 
ber of months in the period is of 12 months. 

If a corporation has no net income for the pre-war 
period, or if the pre-war income as computed under (2) is 
less than 10% of its Invested Capital for the taxable year, 
then the War-Profits Credit consists of (1) $3,000 and (2) 
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an amount equal to 10% of the Invested Capital for the 
taxable year. 

Q. What is the pre-war period? 

A. The calendar years 1911, 1912 and 1913 or if the cor- 
poration was not in existence during the whole of such period 
then as many of such years during the whole of which the cor- 
poration was in existence. 

Q. Our corporation in 1919 derived more than $10,000 
net income from government contracts made between 
April 6, 1917 and November 11, 1918. It was not in exist- 
ence in the pre-war period. What will the War-Profits 
Credit be in determining a tax on that part of its net 
income derived from government contracts to be computed 
at the 1918 rates? 

A. If the corporation was not in existence during the whole 
of at least one calendar year during the pre-war period, then 
the War-Profits Credit consists of (1) $3,000 and (2) an amount 
equal to the same percentage of the invested capital of the tax- 
payer for the taxable year as the average percentage of the net 
income to invested capital for the pre-war period of corporations 
engaged in a business of the same general class as that conducted 
by the taxpayer, but such amount will in no case be less than 
10% of the invested capital of the taxpayer for the taxable 
year. 10% will be used pending the determination of such 
average percentage by the Commissioner of Internal Revenue. 
If, however, a majority of its stock at any time during the tax- 
able year is owned or controlled, directly or indirectiy, by a 
corporation which was in existence during the whole of at least 
one calendar year during the pre-war period, or if 50 per centum 
or more of its gross income (as computed for income tax pur- 
poses) consists of gains, profits, commissions or other income 
derived from a government contract or contracts made between 
April 6, 1917 and November 11, 1918, both dates inclusive, then 
the war-profits credit shall consist of (1) $3,000 and (2) an amount 
equal to 10% of the invested capital for the taxable year. 

Q« Our corporation's fiscal year ended Oet. 31, 1919. 
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In view of the difference between the rates for the years 

1918 and 1919, how is the tax to be computed? 

A. Since one-sixth of the fiscal year falls in 1918 and five- 
sixthfi in 1919 the tax will be the sum of one-sixfh of a tax computed 
on its entire net income for the full fiscal year at the 1918 rates 
and five-sixths of a tax on its entire net income for the full fiscal 
year computed at the 1919 rates. 

Q. The capital of our corporation is small which will 
result in its being subject to a very high tax. Has any 
provision been made for a maximum tax in such cases? 

A. Yes. The War-Profits and Excess-Profits Tax for 

1919 will in no case be more than 20% of the amount of the net 
income in excess of $3,000 and not in excess of $20,000 plus 
40% of the amount of the net income in excess of $20,000. 

This provision does not apply where the tax figured in the 
regular way is less. 

REPRESENTATIVE CORPORATIONS 

Q. In what cases will the tax be determined on the 
of the rates of tax paid by representative corporations 
in the same business or trade? 

A. In the following cases, viz: 

(a) Where the Commissioner is unable to determine 
the invested capital: 

(b) In the case of a foreign corporation; 

(c) Where a mixed aggregate of tangible property and 
intangible property has been paid in for stock or for stock 
and bonds and the Commissioner is unable satisfactorily 
to determine the respective values of the several classes of 
property at the time of payment, or to distinguish the 
classes of property paid in for stock and for bonds, re- 
spectively; 

(d) Where upon application by the corporation, the 
Commissioner finds and so declares of record that the tax 
if determined without benefit of this section would, owing 
to abnormal conditions affecting the capital or income of 
the corporation, work upon the corporation an exceptional 
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hardship evidenced by gross disproportion between the tax 
computed without benefit of this section and the tax com- 
puted by reference to the representative corporations 
specified in Section 328. This subdivision shall not apply 
to any case (1) in which the tax (computed without 
benefit of this section) is high merely because the corpora- 
tion earned within the taxable year a high rate of profits 
upon a normal invested capital, nor (2) in which 50 per 
centum or more of the gross income of the corporation for 
the taxable year (computed for income tax purposes) con- 
sists of gains, profits, commissions or other income derived 
on a cost-plus basis from a government contract or con- 
tracts made between April 6, 1917, and November 11, 1918, 
both dates inclusive. 

In all such cases the tax will be the amount, which 
bears the same ratio to the net income of the taxpayer (in 
excess of the specific exemption of $3,000) for the taxable 
year as the average tax of representative corporations en- 
gaged in a similar business bears to their average net income 
(in excess of specific exemption of $3,000) for such year. In 
the case of a foreign corporation, the tax shall be computed 
without deducting the specific exemption of $3,000 either 
for the taxpayer or the representative corporations. In 
computing the tax in such cases, the Commissioner must 
compare the taxpayer only with representative corporations 
whose invested capital can be satisfactorily determined 
under Section 326 and which are as nearly as may be 
similarly circumstanced with respect to gross income, net 
income, profits per unit of business transacted and capital 
employed, the amount and rate of war profits or excess 
profits and all other relevant facts and circumstances. 

If the tax is computed as above the provision regarding 
the payment of the tax in instalments is somewhat modified. 
See heading "Payment of Tax" below. 

INVESTED CAPITAL 

Q. What is meant by invested capital? 

A. Section 326 of the Act defines Invested Capital as 
follows: 
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(1) Actual cash bona fide paid in for stock or shares. 

(2) Actual cash value of tangible property, other than 
cash, bona fide paid in for stock or shares, at the time of 
such payment, but in no case to exceed the par value of 
the original stock or shares specifically issued therefor, 
unless the actual cash value of such tangible property at 
the time paid in, is shown to the satisfaction of the Com- 
missioner to have been clearly and substantially in excess 
of such par value, in which case such excess may be treated 
as paid-in surplus. 

(3) Paid-in or earned surplus and undivided profits; 
not including surplus and undivided profits earned during 
the year. 

^ (4) Intangible property bona fide paid in for stock or 

shares prior to March 3, 1917, in an amount not exceeding 

J. (a) the actual cash value of such property at the time 

. paid in, (b) the par value of the stock or shares issued 

. therefor, or (c) in the aggregate 25% of the par value of 

the total stock or shares of the corporation outstanding on 

March 3, 1917, whichever is lowest. 

(5) Intangible property bona fide paid in for stock or 
shares on or after March 3, 1917, in an amount not ex- 
^ ceeding (a) the actual cash value of such property at the 

time paid in, (b) the par value of the stock or shares issued 
ir therefor, or (c) in the aggregate 25% of the par value of 

\ the total stock or shares of the corporation outstanding at 

i the beginning of the taxable year, whichever is lowest. 

Provided that in no case shall the total amount included 
¥ under paragraphs (4) and (5) exceed in the aggregate 25 

per centum of the par value of the total stock or shares of 
the corporation outstanding at the beginning of the tax- 
able year. 

Borrowed Capital. — ^The term ''invested capital" does 
not include borrowed capital. 

Inadmissible assets to be deducted. — From invested 
capital as above defined, there must be deducted, a per- 
centage thereof equal to the percentage which the amount 
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of inadmissible assets is of the amount of admissible and 
inadmissible assets held during the taxable year. 

Q. What is meant by ^4ntangible property," ^^tang- 
ible property,'' ^^borrowed capital,'' ^Hnadmissible 
assets," etc.? 

A. The Act defines such terms as follows: 

^ ^Intangible Property" means patents, copyrights, 
secret processes and formulae, good-will, trade-marks, trade 
brands, franchises and other like property. 

^^Tangible Property" means stocks, bonds, notes and 
other evidences of indebtedness, bills and accounts receiv- 
able, leaseholds and other property other than intangible 
property. 

^^Borrowed Capital" means money at other property 
borrowed, whether represented by bonds, notes, open 
accounts or otherwise. 

^^Inadmissible Assets" means stocks, bonds and other 
obligations (other than obligations of the United States), 
the dividends or interest from which is not included in 
computing net income. 

Where, however, the income derived from such assets 
consists in part of gain or profit derived from the sale or 
other disposition thereof, or where all or part of the interest 
derived from such assets is in effect included iii the net 
income because of the limitation on the deduction of interest 
under the Income Tax Law, a corresponding part of capital 
invested in such assets will not be deemed to be 'Inad- 
missible Assets." 

^^Admissible Assets" means all assets other than 
''Inadmissible Assets," valued in accordance with sections 
326 (a), 330 and 331. 

Fractional Years. — ^The invested capital for any period 
is the average invested capital for such period, but in the 
case of a corporation making a return for a fractional part 
of a year, it will (except for the purpose of computing the 
war profits credit under paragraph (2) of subdivision (a) 
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of section 311) be the same fractional part of such average 
invested capital. 

Q. Our corporation reports on a fiscal year basis, and 
it is necessary in computing its tax to determine its 
average invested capital for the pre-war period. How is 
such average invested capital determined? 

A. By dividing the number of years in that period during 
the whole of which the corporation was in existence into the 
sum of the average invested capital fw such years. 

NET INCOME 

Q. How is the net income ascertained for the purpose 
of the War-profits and Excess-profits Tax? 

A. For the taxable year 1919, upon the same basis and in 
the same manner as provided for income tax purposes in the 
Revenue Act of 1918. 

Q. Where a corporation reports on a fiscal year basis, 
or has received in 1919 more than $10,000 net income from 
Government contracts made between April 6, 1917, and 
November 11, 1918, and is required to compute its tax 
both at the 1918 and 1919 rates, how is the net income to 
be ascertained for the pre-war period? 

(1) For 1911 and 1912^ upon the same basis as under 
the Corporation Excise Tax of 1909, except that taxes 
imposed thereunder and paid by the corporation within 
the year will be included in the net income. 

(2) For 1913, uix)n the same basis as provided in the 
Income Tax Law of 1913, except that taxes imposed by the 
Act of 1909 and paid within the year will be included in the 
net income, and except that dividends received from other 
taxable corporations will be deducted from the net income. 

The average net income for said pre-war period is to be 
determined by dividing the number of years within that 
period during the whole of which the corporation was in 
existence into the sum of the net income for such years, 
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even though there may have been no net income for one or 
more of such years. 

REORGANIZATIONS 

Q. Where a corporation succeeds prior to July 1, 
1919, to any trade or business previously owned by a 
partnership or individual, in which capital is a material 
* income producing factor, may the net income of such 
trade or business from January 1, 1918, to the date of 
such reorganization be taxed as the net income of a cor- 
poration is taxed for income, excess-profits and war- 
profits taxes? 

A. In the case of the organization as a corporation before 
July 1, 1919, of any trade or business in which capital is a 
material income-producing factor and which was previously 
owned by a partnership or individual, the net income of such 
trade or business from January 1, 1918, to the date of such 
reorganization may at the option of the individual or partner- 
ship be taxed as the net income of a corporation is taxed for 
income, excess-profits and war-profits taxes, in which event the 
net income and invested capital of such trade or business shall 
be computed as if such corporation had been in existence on 
and after January 1, 1918, and the undistributed profits or 
earnings of such trade or business shall not be subject to the 
surtax but amounts distributed on or after January 1, 1918, 
from the earnings of such trade or business shall be taxed to 
the recipients as dividends, and all the provisions of the income 
tax, war-profits and excess-profits tax laws relating to corpora- 
tions shall, so far as practicable, apply to such trade or business; 
provided, that this paragraph shall not apply to any trade or 
business the net income of which for the taxable year 1918 
was less than 20 per centum of its invested capital for such 
year; provided further, that any taxpayer who takes advantage 
of this paragraph shall pay the capital stock tax imposed under 
this law and the capital stock tax imposed by the Revenue Act 
of 1916, as if such taxpayer had been a corporation on and after 
January 1, 1918, with a capital stock having no par value. 

If any asset of the business in existence both during the tax- 
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able year and any pre-war year is included in invested capital 
for the taxable year, but is not included in the invested capital 
for such pre-war year, or is valued on a different basis in com- 
puting the invested capiteJ for the taxable year and such pre- 
war year respectively, then such readjustments must be made 
as are necessary to place the computation of the invested 
capital for such pre-war year on the basis employed in determ- 
ining the invested capital for the taxable year. 

Q. If a business was reorganized after March 3, 1917, 
are there any limitations on the value that can be claimed 
for assets transferred to a new corporation? 

A. In the case of the reorganization, consolidation, or 
change of ownership of a business, or change of ownership of 
property, after March 3, 1917, if an interest or control in such 
business or property of 50% or more remains in the same 
persons, or any of them, then no asset transferred or received 
from the previous owner will, for the purpose of determining 
invested capital, be allowed a greater value than would have 
been allowed in computing the invested capital of such previous 
owner if such asset had not been so transferred or received. 

If the previous owner was not a corporation, then the value 
of any asset so transferred or received will be taken at its cost 
of acquisition (at the date when acquired by such previous 
owner) with proper allowance for depreciation, impairment, 
betterment, or development, but no addition to the original 
cost can be made for any charge or expenditure deducted as 
expense or otherwise on or after March 1, 1913, in computing 
the net income of such previous owner for purposes of taxation. 

MISCELLANEOUS 

Q. How is the tax computed upon a corporation 
engaged in mining gold? 

A. The Act contains special provisions on this subject and 
should be consulted. 

Q. In view of the risks involved in the development 
of mines, oil or gas wells, has Congress made any provi- 
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sion, maldng an allowance in the case of profits arising 
upon the sale of such property, so that the Excess-profits 
Tax will not be confiscatory? 

A. In the case of a bona fide sale of mines, oil or gas wells 
or any interest therein, where the principal value of the property 
has been demonstrated by the prospecting or exploration and 
discovery work done by the taxpayer, the portion of the Excess- 
profits Tax attributable to the profit on such sale, will not 
exceed 20% of the selling price of the property or interest 
therein. 

PAYMENT OF TAX 

Q. When are the war-profits and excess-profits taxes 
payable? 

A. At the same time and in the same manner as the income 
tax. See page 39. 

However, if the tax is computed on the basis of rates apply- 
ing to representative corporations in the same line of business 
as provided in section 328 of the statute the instalments are 
governed by the following provisions, viz: when the tax com- 
puted according to the actual income and capital of the cor- 
poration is less than 50% of its net income the instalment in 
the first instance will be computed upon the basis of such tax; 
but if 50% or more than on the basis of 50% of its net income. 
In any case the actual ratio when ascertained shall be used in 
determining the correct amount of the tax. If the correct 
amount exceeds 50% of its net income any excess of the correct 
instalments over the amounts actually paid must on notice and 
demand be paid together with interest at rate of ^% per 
month on such excess from the time the instalment was due. 
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1919 Tax Chart 

FOR CORPORATION WITH INVESTED CAPITAL 
Reporting on Calendar Y6ar Basis 

Taxable Year (1919) : 

Invested Capital $1,000,000 

Net Income _.-..,-.-.--..-^-. 400,000 

COMPUTATION OF WAR-PROFITSJAND EXCESS-PROFITS TAX. 

First Bracket: 

20% of $1,000,000 (Invested Capital) $200,000 

Excess Profits Credit: 

(1) 8% <^ $1,000,000 (Invested 

Capital) $80,000 

(2) Spedfio Exemption. 3,000 



83,000 



Net Income subject to 20% tax. $117,000 

Amount of tax (First Bracket) 23,400 

Second Bracket: 

Net Income for Taxable Year (1919) $400,000 

20% of Invested Capital .. 200,000 

Net Income subject to 40% tax. $200,000 

Amount of Tax (Second Bracket) 80,000 

Total War-Profits and Excess-Profits Tax. $103,400 

COMPUTATION OF INCOME TAX. 

Net Income for Taxable Year^(1919) $400,000 

Credits: 
(1) War-Profits and Excess-Profits Tax: 

First Bracket $23,400 

Second Bracket 80,000 

$103,400 



(2) Specific Exemption. 2,000 



$105,400 



Net Income subject to 10% tax. $294,600 

Amount of Income Tax. $29,460 

SUMMARY. 
War-Profits and Excess-Profits Tax: 

First Bracket $23 ,400 

Second Bracket 80,000 



$103,400 
Income Tax 29,460 

Total tax '. $132 ,860 

NOTE.— (1) In no case shaU the total.War-Profits and Excess-Profits Tax 
for 1919, computed as above, amount to more than 20% of amount of the 
net income in excess of $3,000 and not in excess of $20,000, plus 40% of the 
amount of the net income in excess of $20,000. 

(2) This chart is not applicable in computing the tax of a corporation 
receiving in 1919 more than $10,000 from government contracts made be- 
tween April 6, 1917, and November 10, 1918. 
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CAPITAL STOCK TAX 

APPLIES TO CORPORATIONS 

§ 1000 Revenue Act of 1918. 

On and after July 1, 1918, the tax described below is im- 
posed in Heu of the tax imposed under the Revenue Act of 1916. 

Returns — ^When to be Filed. 

Every corporation must file a return during the month of 
July of each year in accordance with such regulations as the 
Commissioner of Internal Revenue may prescribe. 

What Corporations Need Not File Returns* 

Corporations that were not engaged in business during the 
preceding fiscal year, i. e., the 12 months ending June 30th, and 
those exempt under section 231 of the Income Tax Law need not 
file Returns. 

Basis and Rate of Tax. 

This is an annual excise tax with respect to carrying on or 
doing business, equivalent to $1 for each $1,000 of so much of 
the fair average value of its capital stock for the preceding year 
ending June 30th as is in excess of $5,000. 

Surplus and undivided profits must be included in estimating 
the value of the capital stock. 

A proportionate tax is imposed on foreign corporations 
doing business in the United States. 

Such deposits and reserve funds required by law or contract 
to be maintained or held by insurance companies for the pro- 
tection of or payment to or apportionment among policy holders 
are not included in computing the tax. 

Special provisions apply to the imposition of this tax on 
Mutual Insurance Companies, both domestic and foreign. 

When Tax Is To Be Paid. 

The tax may be paid at the time the Return is filed, but no 
penalty will be incurred if not paid until assessment is made, 
provided the tax is paid within 10 days after notice and demand 
by the Collector. 
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ESTATE TAX 

§§ 400-410 Revenue Act, 1918. 

The Estate Tax applies to the estates of decedents dying 
after February 24, 1919, the date of the passage of the Revenue 
Act of 1918. This tax is in lieu of the Estate Taxes imposed 
under the Revenue Acts of 1916 and 1917. 

Estates of decedents whether resident or non-resident 
dying after the passage of the Revenue Act of 1918, are subject to 
a tax equal to tiie sum of the following percentages of the value 
of the Net Estate. 

The rates under the Revenue Act of 1918 are as follows: 

$ 1 to $ 50,000 i.e. $ 50,000 1% = $ 500 

50,000 to 150,000 i.e. 100,000 2%= 2,000 

1*50,000 to 250,000 i.e. 100,000 3%= 3,000 

250,000 to 450,000 i.e. 200,000.......... 4%== 8,000 

450,000 to 750,000 i.e. 300,000 6%= 18,000 

750,000 to 1,000,000 i.e. 250,000 8%= 20,000 

1,000,000 to 1,500,000 i.e. 500,000 10%= 50,000 

1,500,000 to 2,000,000 i.e. 500,000 12%= 60,000 

2,000,000 to 3,000,000 i.e. 1,000,000 14% = 140,000 

3,000,000 to 4,000,000 i.e. 1,000,000 16% = 160,000 

4,000,000 to 5,000,000 i.e. 1,000,000 18% = 180,000 

5,000,000 to 8,000,000 i. e. 3,000,000 20% = 600,000 

8,000,000 to 10,000,000 i.e. 2,000,000 22%=440,000 

Above $10,000,000 25% 

Exemption of $50,000 is allowed in computing the net 
estate of a resident decedent before the taxes above set forth 
apply. 

The taxes imposed by the Revenue Act of 1918 or by the 
Revenue Act of 1916 as amended or by the Revenue Act of 1917, 
do not apply to the transfer of the net estate of any decedent 
who has died or may die while serving in the Military or Naval 
Forces of the United States in the present war or from injuries 
received or disease contracted while in such service, and 
any such tax collected upon such transfer shall be refunded to 
the Executor. 
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Gross estate — ^how determined. 

The value of the gross estate of the decedent is determined 
by including the value at the time of his death of all property, 
real and personal, tangible or intangible, wherever situated — 

(a) To the extent of the interest therein of the decedent 
at the time of his death which after his death is subject to 
the payment of the charges against his estate and the expenses 
of its administration and is subject to distribution as part 
of his estate; 

(b) To the extent of any interest therein of the surviv- 
ing spouse, existing at the time of the decedent's death as 
dower, courtesy, or by virtue of a statute creating an estate 
in lieu of dower or courtesy; 

(c) To the extent of any interest therein of which the 
decedent has at any time made a transfer, or with respect 
to which he has at any time created a trust, in contempla- 
tion of or intended to take effect in possession or enjoy- 
ment at or after his death (whether such transfer or trust 
is made or created before or after the passage of the Reve- 
nue Act of 1918) , except in case of a bona fide sale for a 
fair consideration in money or money's worth. Any trans- 
fer of a material part of his property in the nature of a 
final disposition or distribution thereof, made by the dece- 
dent within two years prior to his death without such a 
consideration, shall, unless shown to the^contrary, be deemed 
to have been made in contemplation of death within the 
meaning of this law; 

(d) To the extent of the interest therein held jointly 
or as tenants in the entirety by the decedent and any other 
person, or deposited in banks or other institutions in their 
joint names and payable to either or the survivor, except 
such part thereof as may be shown to have originally belonged 
to such other person and never to have belonged to the 
decedent; 

(e) To the extent of any property passing under a gen- 
eral power of appointment exercised by the decedent (1) by 
wiU, or (2) by deed executed in contemplation of, or intended 
to take effect in possession or enjoyment at or after, his 
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death, except in case of a bona fide sale for a fair considera- 
tion in money or money's worth; and 

(f) To the extent of the amount receivaWe by the execu- 
tor as insurance under policies taken out by the decedent 
upon his own life; and to the extent of the excess over 
$40,000 of th^ amount receivable by all other beneficiaries 
as insurance under policies taken out by the decedent upon 
his own Ufe. 

For the purpose of this Act stock in a domestic corporation 
owned and held by a non-resident decedent, and the amount 
receivable as insurance upon the life of a non-resident decedent 
where the insurer is a domestic corporation, shall be deemed 
property within the United States, and any property of which 
the decedent has made a transfer or with respect to which he 
has created a trust, within the meaning of subdivision (c) shall 
be deemed to be situated in the United States, if so situated 
either at the time of the transfer or the creation of the trust, 
or at the time of the decedent's death. 

Net estate — ^how determined. 

The value of the net estate shall be determined — 

(a) In the case of a resident, by deducting from the 
value of the gross estate — 

(1) Such amounts for funeral expenses, administration 
expenses, claims against the estate, unpaid mortgages, losses 
incurred during the settlement of the estate arising from 
fires, storms, shipwreck, or other casualty, or from theft, 
when such losses are not compensated for by insurance or 
otherwise, and such amounts reasonably required and actu- 
ally expended for the support during the settlement of the 
estate of those dependent upon the decedent, as are allowed 
by the laws of the jurisdiction, whether within or without 
the United States, under which the estate is being adminis- 
tered, but not including any income taxes upon income 
received after the death of the decedent, or any estate, 
succession, legacy, or inheritance taxes; 

(2) An amount equal to the value at the time of the 
decedent's death of any property, real, personal, or mixed, 

57 



' ' III 

ESTATE TAX— HOW DETERMINED 

which can be identified as having been received by the 
decedent as a share in the estate of any person who died 
within five years prior to the death of the decedent, or 
which can be identified as having been acquired by the 
decedent in exchange for property so received, if an estate 
tax under the Revenue Act of 1917 or under this Act was 
collected from such estate, and if such property is included 
in the decedent's gross estate; 

« 

(3) The amount of all bequests, legacies, devises, or 
gifts, to or for the use of the United States, any State, Ter- 
ritory, any political subdivision thereof, or the District of 
Columbia, for exclusively public purposes, or to or for the 
use of any corporation organized and operated exclusively 
for religious, charitable, scientific, literary, or educational 
purposes, including the encouragement of art and the pre- 
vention of cruelty to children or animals, no part of the net 
earnings of which inures to the benefit of any private stock- 
holder or individual, or to a trustee or trustees exclusively 
for such religious, charitable, scientific, literary, or educa- 
tional purposes. This deduction shall be made in case of the 
estates of alT decedents who have died since December 31, 
1917; and 

(4) An exemption of $50,000; 

(b) In the case of a non-resident, by deducting from the 
value of that part of his gross estate which at the time of his 
death is situated in the United States — 

(1) That proportion of the deductions specified in 
paragraph (1) of subdivision (a) of this section which the 
value of such part bears to the value of his entire gross 
estate, wherever situated, but in no case shall the amount 
so deducted exceed 10 per centum of the value of that part 
of his gross estate which at the time of his death is situated 
in the United States; 

(2) The same as specified in paragraph 2 of subdivision 
(a) above, if such property is included in that part of the 
decedent's gross estate which at the time of his death is 
situated in the United States. 
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(3) The same as specified in paragraph 3 of subdivi- 
sion (a) above, except that the bequests to corporations are 
limited to bequests to domestic corporations and bequests 
to trustees exclusively for charitable, etc., purposes, are 
limited to bequests to trustees exclusively for charitable, 
etc., purposes within the United States. 

No deductions shall be allowed in the ceise of a non-resident 
unless the executor includes in his return the value at the time 
of his death of that part of the gross estate of the non-resident 
not situated in the United States. 

In the case of any estate in respect to which the tax under 
existing law has been paid, if necessary to €dlow the benefit of 
the deduction under paragraph (3) of subdivision (a) or (b) 
the tax shaJl be redetermined and any excess of tax paid shall 
be refunded to the Executor. 

Executor to give notice and file return. 

The Executor, within sixty days after qualifying as such, 
or after coming into possession of any property of the decedent, 
whichever event first occurs, shall give written notice thereof 
to the collector. The Executor shall also, at such times and in 
such manner as may be required by regulations made pursuant 
to law, file a return with the collector. 

Return shall be made in all cases where the gross estate 
at the death of the decedent exceeds $50,000, and in the case of 
the estate of every non-resident any part of whose gross estate 
is situated in the United States. If the Executor is unable to 
make a complete return as to any part of the gross estate of the 
decedent, he shall include in his return a description of such 
part and the name of every person holding a legal or beneficial 
interest therein, and upon notice from the collector such person 
shall in like manner make a return as to such parii of the gross 
estate. 

If no administration is granted upon the estate of a dece- 
dent, or if no return is filed or if a return contains a false or 
incorrect statement of a material fact, the collector or deputy 
collector shall make a return and the Commissioner shall assess 
the tax thereon. 
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Payment of tax. 

The tax is due one year after the decedent's death; but in 
any case where the Commissioner finds that payment of the tax 
within one year after the decedent's death would impose undue 
hardship upon the estate, he may grant an extension of time 
for the payment of the tax for a period not to exceed three 
years from the due date. If the tax is not paid within one 
year and 180 days after the decedent's death, interest at the 
rate of 6 per centum per annum from the expiration of one 
year after the decedent's death shall be added as part of the tax. 

Delay deterinining tax. 

If for any reason the amount of the tax cannot be deter- 
mined arrangements can be made to pay a tentative amount. 

Receipts for tax. 

The collector shall grant to the person paying tax duplicate 
receipts. 

Tax payable out of estate. 

The purpose and intent of the Act is that so far as is prac- 
ticable and unless otherwise directed by the will of the decedent 
the tax shall be paid out of the estate before its distribution. 

Definitions. 

^'Executor" includes Administrator, and if there is no Ad- 
ministrator or Executor any person who takes possession of any 
property of the decedent. 

"Collector" means the Collector of Internal Revenue of the 
district in which was the domicile of the decedent at the time 
of his death, or if there was no such domicile in the United 
States, then the collector of the district in which is situated the 
part of the Gross estate in the United States, or if such part of 
the Gross estate is situated in more than one district then the 
Collector of Internal Revenue of such district as may be desig- 
nated by the Commissioner. 

Other provisions. 

The Statute contains provisions relating to transfers before 
death, the fact of non-payment of tax, penalties and other pro- 
visions concerning administration. 
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SPECIAL TAXES 

STAMP TAXES 

APPLYING TO BONDS, STOCK, NOTES, SALES, ETC. 
§§ 1100-1107 Revenue Act of 1918. 

When the law took effect. 

On and after April 1, 1919. 

Who pays tax* 

The stamp tax is imposed upon the person or concern who 
makes, signs, issues, sells, removes, consigns or ships the instru- 
ments or articles set forth below or for whose use or benefit the 
same is done. 

Where to obtain stamps. 

At the Post OflSce in your locality. 

Collectors of Internal Revenue, U. S. depositaries and in 
some cases stationery and other stores will have a supply of 
stamps. 

How to cancel stamps. 

A person or concern using or affixing the stamp must write 
or stamp or cause to be written or stamped thereon his or its 
initials and the date. 

The Commissioner of Internal Revenue is authorized to 
change or modify the manner of cancelling stamps. 

Bonds and certificates of indebtedness. 

5c. on each $100 of face value or firaction thereof of bonds, 
debentures or certificates of indebtedness issued by any person, 
and all instruments however termed issued by any corporation, 
with interest coupons or in registered form, known generaly. 
as corporate securities. Every renewal is taxable as a new isslue 

If given in a penal sum greater than the debt secured, the 
tax is based upon the amount secured. 
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Bonds — Indemnity and surety — Other bonds. 

On all bonds executed for indemnifying any person who 
shall have become bound or engaged as surety, and on all bonds 
executed for the due execution or performance of any contract, 
obligation or requirement, or the duties of any office or posi- 
tion, and to account for money received by virtue thereof, and 
on all policies of guaranty and fidelity insurance, including 
policies guaranteeing titles to real estate and mortgage guaran- 
tee policies, and on all other bonds of any description, made, 
issued, or executed, not otherwise provided for in this Act, ex- 
cept such as may be required in legal proceedings, 50 cents. 

Where a premium is charged for the issuance, execution, 
renewal or continuance of such bond, the tax is Ic. on each 
dollar or fractional part thereof of the premium charged. Poli- 
cies of reinsurance are exempt from this tax. 

Capital stock — Original issue. 

5c. on each $100 of face value or fraction thereof of each 
original issue, whether on oi^ganization or reorganization, of 
certificates of stock, or of profits or of interest in property or 
accumulations by any corporation. 

Where capital stock is issued without face value, the tax is 
5c. per share, unless the actual value is in excess of $100 per 
share, in which case the tax is 5c. on each $100 of actual value 
or fraction thereof. 

The stamps must be attached to the stock books and not to 
the certificates issued. 

Capita] stock — Sales or transfers. 

2c. on each $100 of face value or fraction thereof on all 
sales, or agreements to seU, or memoranda of sales or deliveries 
of, or transfers of legal title to shares or certificates of stock 
or of profits or of interest in property or accumulations in any 
corporation, or to rights to subscribe for or to receive such 
shares or certificates, whether made upon or shown by the 
books of the corporation, or by any assignment in blank, or by 
any dehvery, or by any paper or agreement or memorandum or 
other evidence of transfer or sale, whether entitling the holder 
in any manner to the benefit of such stock, interest, or rights, 
or not. 
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Where such shares are without par or face value, the tax 
shall be 2 cents on the transfer or sale or agreement to sell on 
each share, unless the actual Value thereof is in excess of $100 
per share, in which case the tax shall be 2 cents on each $100 
of actual value or fraction thereof. 

No tax is imposed upon an agreement evidencing a deposit 
of certificates as collateral security for money loaned thereon, 
which certificates are not actually sold, nor upon the delivery 
or transfer for such purpose of certificates so deposited. No 
tax is imposed upon deliveries or transfers to a broker for sale, 
nor upon deliveries or transfers by a broker to a customer for 
whom and upon whose order he has purchased same, but such 
deliveries or transfers shall be accompanied by a certificate 
setting forth the facts. 

In case of sale where the evidence of transfer is shown only 
by the books of the corporation the stamp shall be placed upon 
such books; and where the change of ownership is by transfer 
of the certificate the stamp shall be placed upon the certificate. 
In cases of an agreement to sell or where the transfer is by 
delivery of the certificate assigned in blank there shall be made 
and delivered by the seller to the buyer a bill or memorandum 
of such sale, to which the stamp shall be affixed; and every bill 
or memorandum of sale or agreement to sell before mentioned 
shall show the date thereof, the name of the seller, the amount 
of the sale, and the matter or thing to which it refers. 
Proxies. 

Proxy for voting at any election for officers, or meeting for 
the transaction of business, of any corporation except religious, 
educational, charitable, fraternal, or literary societies, or public 
cemeteries, 10 cents. 

Powers of attorney. 

Power of attorney granting authority to do or perform some 
act for or in behalf of the grantor, which authority is not other- 
wise vested in the grantee, 25 cents. 

No stamps are required upon any papers necessary to be 
used for the collection of claims from the United States or from 
any State for pensions, back pay, bounty, or for property lost 
in the miUtary or naval service or upon powers of attorney 
required in bankruptcy cases. 
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Deeds and conveyances. 

Deed, instrument, or writing, whereby any lands, tene- 
ments, or other realty sold shall be granted, assigned, trans- 
ferred, or otherwise conveyed to, or vested in the purchaser, 
or any other person by his direction, when the consideration or 
value of the interest or property conveyed, exclusive of the 
value of any lien or encumbrance remaining thereon at the 
time of sale exceeds $100 and does not exceed $500, 50 cents; 
and for each additional $500 or fractional part thereof, 50 cents. 
Does not apply to any instrument or writing given to secure a 
debt. 

Drafts and promissory notes. 

Drafts or checks (payable otherwise than at sight or on 
demand) upon their acceptance or delivery within the United 
States whichever is prior, promissory notes, except bank notes 
issued for circulation, and for each renewal of the same, for a 
sum not exceeding $100, 2 cents; and for each additional $100 
or fractional part thereof, 2 cents. 

No stamps are required upon a promissory note secured by 
the pledge of bonds or obligations of the United States issued 
after April 24, 1917, or secured by the pledge of a promissory 
note which itself is secured by the pledge of such bonds or 
obligations: Provided, that in either case the par value of such 
bonds or obhgations shall be not less than the amount of such 
note. 

Custom-house entry. 

Entry of any merchandise at any custom-house, either for 
consumption or warehousing, not exceeding $100 in value, 25 
cents; exceeding $100 and not exceeding $500 in value, 50 cents; 
exceeding $500 in value, $1. 

Entry for withdrawal of any goods or merchandise from 
customs bonded warehouse, 50 cents. 

Sales on exchanges and boards of trade. 

Upon each sale, agreement of sale, or agreement to sell 
(not including so-called transferred or scratch sales), any 
products or merchandise at or under the rules or usages of 
any exchange, or board of trade, or other similar place, for 
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future delivery, 2 cents for each $100 in value and 2 cents for 
each additional $100 or fractional part thereof in excess of $100. 

In each case the seller must deliver to the buyer a bill or 
other evidence of such sale, agreement of sale, or agreement to 
sell, showing the date thereof, the name of the seller, the amount 
of the sale and the matter to which it refers and to which the 
proper tax stamps must be aflSxed. 

Sellers of commodities having paid the tax, may transfer 
such contract to a clearing house corporation or association, 
and such transfer shall not be deemed to be a sale, or agreement 
of sale, or an agreement to sell. Such transfer, however, must 
not vest any beneficial interest in such clearing house association, 
but must be made for the sole purpose of enabling such clearing 
house association to adjust and balance the accounts of the 
members thereof on their several contracts. 

Cash sales of products or merchandise for inmiediate or 
prompt deUvery which in good faith are actuallv intended to 
be delivered are not taxable. 

Parcel post packages. 

Upon every parcel or package transported from one point 
in the United States to another by parcel post on which the 
postage amounts to 25 cents or more, a tax of 1 cent for each 
25 cents or fractional part thereof charged for such transporta- 
tion, to be paid by the consignor. 

Passage tickets. 

Passage ticket, one way or round trip, for each passenger, 
sold or issued in the United States for passage by any vessel to 
a port or place not in the United States, Canada,, or Mexico, if 
costing not exceeding $30, $1; costing more than $30 and not 
exceeding $60, $3; costing more than $60, $5. Those costing 
$10 or less are not taxed. 

Playing cards. 

Upon every pack of playing cards containing not more 
than 54 cards, manufactured or imported, and sold, or removed 
for consumption or sale, a tax of 8 cents per pack. 

Where contracts with dealers have heretofore been entered 
into the vendees in certain cases may be required to pay the 
tax. See page 74. 
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Exempt instniments* 

No tax is imposed on any instrument issued by the United 
States, or by any foreign government, or by any State, Territory, 
or the District of Columbia, or local subdivision thereof, or 
municipal or other corporation exercising the taxing power; or 
any bond of indemnity required to be filed by any person to 
secure payment of any pension allowance, allotment relief or 
insurance by the United States; or stocks and bonds issued by 
co-operative building and loan associations which are organized 
and operated exclusively for the benefit of their members and 
make loans only to their shareholders, or by mutual ditch or 
irrigating companies. 

Policies issued by foreign insurance company. 

On each policy of insurance, or certificate, binder, covering, 
note, memorandum, cablegram, letter, or other instnunent by 
whatever name called whereby insurance is made or renewed 
upon property within the United States (including rents and 
profits) against peril by sea or on inland waters or in transit 
on land (including transshipments and storage at termini or 
way points) or by fire, Hghtnmg, tornado, wind-storm, bombard- 
ment, invasion, insurrection or riot, issued to or for or in the 
name of a domestic corporation or partnership or an individual 
resident of the United States by any foreign corporation or 
partnership or any individual not a resident of the United 
States, when such policy or other instrument is not signed or 
countersigned by an officer or agent of the insurer in a State, 
Territory, or district of the United States within which such 
insurer is authorized to do business, a tax of 3 cents on each 
dollar or fractional part thereof of the premium charged: Pro- 
vided, that policies of reinsurance shall be exempt from the tax 
imposed by this subdivision. 

The insured or his broker or solicitor must affix the tax 
stamps. 

Penalties* 

Penalties are imposed for failure to affix and cancel stamps 
and for accepting unstamped instruments; for sending articles 
by parcel post without paying the tax and for many other 
spedfied evasions of the Act. 
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OCCUPATIONAL TAXES 

APPLYING TO BROKERS, THEATRES, TOBACCO 
MANUFACTURERS, ETC. 

§§ 1001-1009 Revenue Act of 1918. 

When tax took effect. 

The following Special taxes must be paid on and after Janu- 
ary 1, 1919. 

Brokers. 

$50. Every person whose business it is to negotiate pur- 
chases or sales of stocks, bonds, exchange, bullion, coined 
money, bank notes, promissory notes, other securities, produce 
or merchandise, for others shall be regarded as a broker. If 
a broker is a member of a stock exchange, produce exchange, 
board of trade, or similar organization, where produce or mer- 
chandise is sold, he shall pay an additional- amount as follows: 
If the average value, during the preceding year ending June 30, 
of a seat or membership in such exchange or organization was 
$2,000 or more but not more than $5,000, $100; if such value 
was more than $5,000, $150. 

Ship brokers. 

$50. Every person whose business it is as a broker to nego- 
tiate freights and other business for the owners of vessels, or 
for the shippers or consignors or consignees of freight carried 
by vessels, shall be regarded as a ship broker. 

Customhouse brokers. 

$50. Every person whose occupation it is, as the agent of 
others, to arrange entries and other customhouse papers, or 
transact business at any port of entry relating to the importa- 
tion or exportation of goods, wares, or merchandise, shall be 
regarded as a customhouse broker. 

Theatres, museums and concert halls. 

Proprietors of theatres, museums and concert halls accord- 
ing to the seating capacity as follows: 

250 or less, $50. 500 to 800, $150. 

250 to 500, $100. Over 800, $200. 
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Includes every edifice used for the purpose of dramatic or 
operatic or other representations, plays or performances where 
a charge for admission is made. Halls and armories, rented or 
used occasionally for concerts or theatrical representations, and 
edifices owned by religious, educational or charitable institu- 
tions, societies or organizations, where all the proceeds from 
admissions inure exclusively to the benefit of such institutions, 
societies or organizations or exclusively to the benefit of per- 
sons in the military or naval forces of the United States, are not 
included. If the edifice is under lease at the time the tax is due 
the tax shall be paid by the lessee unless otherwise stipulated 
between the parties to the lease. 

In cities, towns or villages of 5,000 inhabitants or less, the 
tax shall be at 3^ the above rates. 

Public exhibitions. 

Proprietors or agents of all public exhibitions or shows for 
money, other than circuses, $15. The special tax must be paid for 
each territory or state (including the District of Columbia) 
within which the exhibitions are held. Chatauquas, lecture 
lyceums, agricultural or industrial fairs, or exhibitions held under 
the auspices of religious or charitable associations are not 
included. 

An aggregation of entertainments known as a street fair 
shall not pay a larger tax than $100 in any state, territory or the 
District of Columbia. 

Bowling alleys and billiard rooms* 

Proprietors shall pay $10 for each alley or table. Includes 
every building or place where bowls are thrown or where games 
of billiards or pool are played, except in private homes. 

Shooting gaUeries. 

Proprietors of shooting galleries, $20. Every building, 
space, tent, or area, where a charge is made for the discharge of 
firearms at any form of target shall be regarded as a shooting 
gallery. 

Riding academies. 

Properties of riding academies, $100. Every building, 
space, tent, or area, where a charge is made for instruction in 
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horsemanship or for facilities for the practice of horsemanship 
shall be regarded as a riding academy. 

Automobiles for hire. 

Persons carrying on the business of operating or renting 
passenger automobiles for hire shall pay $10 for each such 
automobile having a seating capacity of more than two and 
not more than seven, and $20 for each such automobile having 
a seating capacity of more than seven. 

Tobacco manufacturers* 

This tax is based on the annual sales for the preceding 
year, ending June 30. 

Manufacturers of tobacco according to annual sales: 

50,000 lbs. or less $ 6 Over 200,000 $24 and 16c per 

50,000 to 100,000 $12 1000 lbs. or fraction thereof in 

100,000 to 200,000 $24 respect to the excess over 200,- 

000 lbs. 

Manufacturers of cigars according to annual sales: 

50,000 cigars or less $ 4 Over 400,000 $24 and 10c. per 

50,000 to 100,000 $ 6 1000 or fraction thereof in re- 

100,000 to 200,000 $12 spect to the excess over 400,000 

200,000 to 400,000 $24 cigars. 

Manufacturers of cigarettes, including small cigars weighs 
ing not more than three pounds per thousand , shall pay at the 
rate of 6 cents for every 10,000 cigarettes or fraction thereof. 

Manufacturers who manufacture more than one of the 
above classes of tobacco shall for the purpose of arriving at 
the amount of the tax be deemed a manufacturer of each class 
separately. ^ 

Penalty. 

Carrying on business without paying the tax is punishable 
by fine not exceedmg $1 ,000 or by not more than one year im- 
prisonment or both in addition to liability for the tax. 

Opium or coca leaves* 

Upon opium, coca leaves, any compound, salt, derivative, 
or preparation thereof, produced in or imported into the United 
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States, and sold, or removed for consumption or sale, there is 
imposed an internal revenue tax at the rate of 1 cent per ounce, 
and any fraction of an ounce in a package shall be taxed as an 
ounce, such tax to be paid by the importer, manufacturer, pro- 
ducer, or compounder thereof, and to be represented by appro- 
priate stamps, to be provided by the Commissioner of Internal 
Revenue, with the approval of the Secretary of the Treasury; 
and the stamps herein provided shall be so affixed to the bottle 
or other container as to securely seal the stopper, covering, or 
wrapper thereof. 

This tax shall be in addition to any import duty imposed 
on the aforesaid drugs. 

On or before July 1, of each year every person who imports, 
manufactures, produces, compounds, sells, deak in, dispenses, 
or gives away opium or coca leaves, or any compounds, manu- 
facture, salt, derivative, or preparation thereof, shall register 
with the collector of internal revenue of the district his name 
or style, place of business and place or places where such busi- 
ness is to be carried on and pay the special taxes hereinafter 
provided; 

Every person who first engages in any of such activities 
after the passage of the Revenue Act of 1918, shall immedi- 
ately make like registration and pay the proportionate part of 
the tax for the period ending on the following June 30th; 

Importers, manufacturers, producers, or compoimders, $24 
per annum; wholesale dealers, $12 per annum; retail dealers, 
$6 per annum; physicians, dentists, veterinary surgeons, and 
other practitioners lawfully entitled to distribute, dispense, 
give away, or administer any of the aforesaid drugs to patients 
upon whom they in the course of their professional practice are 
in attendance, shedl pay $3 i)er annum. 

Other provisions relate to stamping of packages, cancella- 
tion of stamps, records to be kept, returns to be made, penal- 
ties, etc. The Act also exempts from its provisions preparations 
and remedies containing a limited quantity of such drugs. 

Other occupations. 

Pawnbrokers, proprietors of circuses, brewers, distillers, 
liquor dealers, etc., owners of yachts and pleasure boats, not 
mentioned in above list, are also taxed under this act. 
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PUBLIC FACIUTIES TAX. 

§§ 500-502, Revenue Act of 1918. 

When law took effect. 

From and after April 1, 1919, taxes on public facilities 
are imposed as described below. 

Who pays tax* 

These taxes are to be paid by those paying for the services 
or facilities furnished. 

Who collects tax — ^Returns to be filed* 

Those receiving payments below referred to must collect 
the tax from those making such payments, and make monthly 
returns under oath, in duplicate, and pay the taxes to the col- 
lector of internal revenue of the district in which the principal 
office or place of business is located. 

Without assessment by the Commissioner or notice from 
the collector, the tax is due and payable to the collector at the 
time so fixed for filing the return. If the tax is not paid when 
due, there will be added as part of the tax a penalty of 5% and 
interest at the rate of 1% for each full month, from the time 
when the tax became due. 

Freight charges* 

3% of the amount paid for the transportation by rail or 
water or by any form of mechanical motor power when in com- 
petition with carriers by rail or water, of property by freight 
transported from one point in the United States to another; 
and a like tax on the amount paid for such trcmsportation 
within the United States of property transported from a point 
without the United States to a point within the United States. 

Express charges* 

1 cent for each 20 cents or fraction thereof of the amount 
paid to any person for the transportation, by rail or water 
or by any form of mechanical motor power when in competi- 
tion with express by rail or water, of any package, parcel or 
shipment, by express, transported from one point in the United 
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States to another; and a like tax on the amount paid for such 
transportation within the United States of property transported 
from a point without the United States to a point within the 
United States. 

Tax not applicable — ^When. 

No tax is imposed upon any payment received for services 
rendered to the United States or to any State or Territory or 
the District of Columbia. 

Other provisions. 

Other provisions apply to passenger fares, parlor car seats, 
oil pipe lines, telegraph and telephone messages, mileage books 
and to the transportation of commodities owned by carriers or 
used by them in the conduct of their business. 

Insurance policies. 

From and after April 1, 1919, the following taxes are im- 
posed on the issuance of insurance policies, including, in the 
case of policies issued outside the United States (except those 
subject to stamp tax), their delivery within the United States 
by any agent or broker, whether acting for the insurer or the 
insured; such taxes to be paid by the insurer, or by such agent 
or broker: 

(A) Life insurance: A tax of 8 cents on each $100 or 
fractional part thereof of the amount of insurance. If not 
in excess of $500, and issued on the industrial or weekly or 
monthly payment plan of insurance, the tax is 40% of the 
amount of the first weekly premium or 20% of the amount 
of the first monthly premium, as the case may be. On poli- 
cies of group life insurance, covering groups of not less 
than 25 lives in the employ of the same person, for the 
benefit of persons other than the employer, the tax is 4 
cents on each $100 of the aggregate amount for which the 
group policy is issued and of any net increase in the amount 
of the insurance under such policy. On all policies cover- 
ing life, health, and accident insurance combined in one. 
policy not in excess of $500, issued on the industrial, or 
weekly or monthly payment plan of insurance, the tax is 
40% of the amount of the &st weekly premium or 20% 
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of the amount of the first monthly premium, as the case 
may be; 

(B) Marine, inland, and Gre insurances A tax of 1 
cent on each dollar or fractional part thereof of the pre- 
mium charged for insurance made or renewed upon prop- 
erty of any description (including rents or profits), whether 
against peril by sea or inland waters, or by fire or lightning, 
or other peril; 

(C) Casualty insurance: A tax of 1 cent on each 
dollar or fractional part thereof of the premium charged 
under each policy of insurance or obligation of the nature 
of indemnity for loss, ^damage, or .liability (except bonds 
and policies taxable under the stamp tax law) issued or 
executed or renewed by any person transacting the busi- 
ness of employer's liability, workmen's compensation, acci- 
dent, health, tornado, plate glass, steam boiler, elevator, 
burglary, automatic sprinkler, automobile, or other branch 
of insurance (except life insurance, and insurance described 
and taxed above). In case of policies of insurance issued 
on the industrial or weekly or monthly payment plan the 
tax is 40% of the amount of the first weekly premium, or 
20% of tiiie amount of the first monthly premium, as the 
case may be; 

(D) Policies issued by any corporation whose income 
is exempt from taxation under the income tax law and 
policies of reinsurance, are exempt from the taxes above 
described. 

Returns — ^Who must make* 

Every person issuing taxable policies of insurance must 
make monthly returns under oath, in duplicate, and pay such 
tax to the collector of the district in which the principal office 
or place of business of such person is located. 
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EXCISE TAX 

§S 900-906 Revenue Act of 1918. '^^ 

When tax took effect. 

This tax became effective on February 25, 1919, the day 
following the passage of the Revenue Act of 1918, except as 
stated below. 
Manufacturer or importer to pay tax. 

Upon the following articles sold or leased by the manu- 
facturer, producer, or importer, a tax^is imposed equivalent to 
the following percentages of the price for which so sold or 
leased: 

(1) Automobile trucks and automobile wagons (in- 
cluding tires, inner tubes, parts and accessories therefor, 
sold on or in connection therewith or with the sale thereof) , 
3%. 

(2) Other automobiles and motorcycles (including 
tires, inner tubes, parts and accessories therefor, sold on or 
in connection therewith or with the sale thereof), except 
tractors, 5%. 

(3) Tires, inner tubes, parts, or accessories, for any 
of the articles enumerated in subdivision (1) or (2) sold to 
any person other than a manufacturer or producer of any 
of the articles enumerated in subdivision (1) or (2), 5%. 

(4) Pianos, organs (other than pipe organs), piano 
players, graphophones, phonographs, talking machines, 
music boxes, and records used in connection with any 
musical instrument, piano player, ^ graphophone, phono- 
graph, or talking machine, 5%. /^ 

(5) Tennis rackets, nets, racket covers and presses, 
skates, snowshoes, skis, toboggans, canoe paddles and cush- 
ions, polo mallets, betsebaU bats, gloves, masks, protectors, 
shoes and uniforms, footbaU helmets, harness and goals, 
basketball goals and uniforms, golf bags and clubs, lacrosse 
sticks, balls of aU kinds, including baseballs, footballs, 
tennis, golf, lacrosse, billiard and pool balls, fishing rods 
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and reels, billiard and pool tables, chess and checker boards 
and pieces, dice, games and parts of games (except playing 
cards and children's toys and games) , and all similar articles 
commonly or commercially known as sporting goods, 10%. 

(6) Chewing gum or substitutes therefor, 3%. 

(7) Cameras, weighing not more than 100 pounds, 
10%. 

(8) Photographic films and plates, other than moving 
picture films, 5%. 

(9) Candy, 5%. 

(10) Firearms, shells, and cartridges, except those sold 
for the use of the United States, any State, Territory or 
possession of the United States, any political subdivision 
thereof, the District of Columbia, or any foreign country 
while engaged against the Grerman Grovemment in the recent 
war, 10%. 

(11) Hunting and Bowie knives, 10%. 

(12) Dirk knives, daggers, sword canes, stflettos, and 
brass or metallic knuckles, 100%. 

(13) Portable electric fans, 5%. 

(14) Thermos and thermostatic bottles, carafes, jugs, 
or other thermostatic containers, 5%. 

(15) Cigar or cigarette holders and pipes, composed 
wholly or in part of meerschaum or amber, humidors, and 
smoking stands, 10%. 

(16) Automatic slot-device vending machines, 5%, 
and automatic slot-device weighing machines, 10%; if 
the manufacturer, producer, or importer of any such machine 
operates it for profit, he shall pay a tax in respect to each 
such machine put into operation equivalent to 5% of its 
fair market value in the case of a vending machine, and 
10% of its fair market value in the case of a weighing machine. 

(17) Liveries and livery boots and hats, 10%. 

(18) Hunting and shooting garments and riding 
habits, 10%. 

(19) Articles made of fur, on the hide or pelt of which 
any such fur is the component material of chief value, 10%« 
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(20) Yachts and motor boats not designed for trade, 
fishing, or national defense; and pleasure boats and pleas- 
ure canoes if sold for more than $15, 10%. 

(21) Toilet soaps and toilet soap powders, 3%. 

If any manufacturer, producer, or importer of any of 
the articles enumerated above customarily sells such articles 
both at wholesale and at retail, the tax in the case of any 
article sold by him at retail will be computed on the price 
for which like articles are sold by him at wholesale. 

Articles sold at less than market price. 

If any person manufactures, produces or imports any article 
above enumerated, or leases or licenses for exhibition any posi- 
tive motion-picture film containing a picture ready for pro- 
jection, and, whether through any agreement, arrangement, 
or understanding, or .otherwise, sells, leases or licenses such 
article at less than the fair market price obtainable therefor, 
either (a) in such manner as directly or indirectly to benefit 
such i)erson or any i)erson directly or indirectly interested in 
the business of such person, or (b) with intent to cause such 
benefit, the amount for which such article is sold, leased or 
licensed shall be taken to be the amount which would have 
been received from the sale, lease or license of such article if 
sold, leased or licensed at the fair market price. 

Sculpture, paintings, etc. 

Upon sculpture, paintings, statuary, art porcelains and 
bronzes, sold by any person other than the artist, there must 
be paid a tax equivdent to 10% of the price for which so sold. 
This tax does not apply to the sale of any such article to an 
educational institution or public art museum. 

Motion picture films-leasing or licensing. 

On and after the first day of May, 1919, any person engaged 
in the business of leasing or licensing for exhibition positive 
motion-picture films containing pictures ready for projection 
shall pay monthly an excise tax in respect to carrying on such 
business equal to 5 per centum of the total rentals earned from 
each such lease or license during the preceding month. If a 
person owning such a film exhibits it for profit he shall pay a 
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tax equivalent to 5 per centum of the fair rental or license value 
of such film at the time and place where and for the period 
during which exhibited. If any such person has, prior to 
December 6, 1918, made a bona fide contract with any person 
for the lease or licensing, after the tax imposed by this law 
takes efiect, of such a film for exhibition for profit, and if such 
contract does not permit the adding of the whole of the tax 
imposed by this law to the amount to be paid under such con- 
tract, then the lessee or licensee shall, in lieu of the lessor or 
licensor, pay so much of such tax as is not so permitted to be 
added to the contract price. 

Returns to be jfiled and taxes paid — ^When. 

Every person liable for any of the above taxes shall make 
monthly returns under oath in duplicate and pay said taxes to 
the collector for the district in which is located the principal 
place of business. 

The tax shall, without assessment by the Commissioner or 
notice from the collector, be due and payable to the collector 
at the time so fixed for filing the return. If the tax is not paid 
when due, there shaU be added as part of the tax a penalty of 
5%, together with interest at the rate of 1 per centum for each 
full month, from the time when the tax became due. 

Jewelry, 

On and after April 1, 1919, there must be paid upon all 
articles commonly or commercially known as jewelry, whether 
real or imitation; pearls, precious and semi-precious stones, 
and imitations thereof; articles made of, or ornamented, 
mounted or fitted with precious metals or imitations thereof or 
ivory (not including surgical instruments); watches; clocks; 
opera glasses; lorgnettes; marine glasses; field glasses; and 
binoculars; upon any of the above when sold by or for a dealer 
or his estate for consumption or use, a tax equivalent to 5% of 
the price for which so sold. 

Carpets, trunks, men's and women's furnishings, etc. 

On and after May 1, 1919, there must be paid a tax equiva- 
lent to 10% of so much of the amount paid for any of the follow- 
ing articles as is in excess of the price hereinafter specified as 
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to each such article, when such article is sold by or for a dealer 
or his estate on or after such date for consumption or use — 

(1) Carpets and rugs, including fiber, except imported 
and American rugs made principally of wool, on the amount 
in excess of $5 per square yard. 

(2) Picture frames, on the amount in excess of $10 
each. 

(3) Trunks, on the amount in excess of $50 each. 

(4) Valises, traveling bags, suit cases, hat boxes used 
by travelers, and fitted toilet cases, on the amount in excess 
of $25 each. 

(5) Purses, pocketbooks, shopping and hand bags, on 
the amount in excess of $7.50 each. 

(6) Portable lighting fixtures, including lamps of all 
kinds and lamp shades, on the amount in excess of $25 each. 

(7) Umbrellas, parasols, and sun shades, on the amount 
in excess of $4 each. 

(8) Fans, on the amount in excess of $1 each. 

(9) House or smoking coats or jackets, and bath or 
lounging robes, on the amount in excess of $7.50 each. 

(10) Men's waistcoats, sold separately from suits, on 
the amount in excess of $5 each. 

(11) Women's and misses' hats, bonnets, and hoods, on 
the amount in excess of $15 each. 

(12) Men's and boys' hats, on the amount in excess of 
$5 each. 

(13) Men's and boys' caps, on the amount in excess of 
$2 each. 

(14) Men's, women's, misses' and boys' boots, shoes, 
piunps and slippers, not including shoes or appliances made 
to order for any person having a crippled or deformed foot 
or ankle, on the amount in excess of $10 per pair. 

(15) Men's and boys' neckties and neckwear, on the 
amount in excess of $2 each. 

(16) Men's and boys' silk stockings or hose, on the 
amount in excess of $1 per pair. 
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(17) Women's and misses' silk stockings or hose, on 
the amount in excess of $2 per pair. 

(18) Men's shirts, on the amount in excess of $3 each. 

(19) Men's, women's, misses' and boys' pajamas, night 
gowns and underwear, on the amount in excess of $5 each; 
and 

(20) Kimonos, petticoats and waists, on the amount 
in excess of $15 each. 

The foregoing tax does not apply (1) to any article enumer- 
ated in paragraphs (2 to 8), both inclusive, if such article is 
made of or ornamented, mounted, or fitted with, precious 
metcds or imitations thereof or ivory, or (2) to any article made 
of fur on the hide or pelt, or of which any such fur is the com- 
ponent material of chief value, or to (3) liveries and livery 
boots and hats, hunting and shooting garments and riding 
habits. 

Returns to be filed and taxes paid — ^Wlien. 

The taxes shall be paid by the purchaser to the vendor at 
the time of the sale and shall be collected, returned, and paid 
to the United States by such vendor, who shall make monthly 
returns under oath, in duplicate and pay the taxes so collected, 
to the Collector of Internal Revenue of the district in which 
the principal ojfiBce and place of business is located. 

Perfumes, toilet waters, pills, powders, etc. 

On and after May 1, 1919, there must be paid a tax of 1 
cent for each 25 cents or fraction thereof of the amount paid for 
any of the following articles when sold by or for a dealer or his 
estate on or after such date for consumption or use: 

(1) Perfumes, essences, extracts, toilet waters, cos- 
metics, petroleum jellies, hair oils, pomades, hair dressings, 
hair restoratives, hair dyes, tooth and mouth washes, den- 
tifrices, tooth pastes, aromatic cachous, toilet powders 
(other than soap powders), or any similar substance, article, 
or preparation by whatsoever name known or distinguished, 
any of the above which are used or applied or intended 
to be used or applied for toilet purposes; 
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(2) Pills, tablets, powders, tinctures, troches or loz- 
enges, sirups, medicinal cordials or bitters, anodynes, 
tonics, plasters, liniments, salves, ointments, pastes, drops, 
waters (except those taxed under the tax on Beverages, 
etc.)) essences, spirits, oils, and other medicinal prepara- 
tions, compounds, or compositions (not including serums 
and antitoxins) , upon the amount paid for any of tiie above 
as to which the manufacturer or producer claims to have 
any private formula, secret, or occult art for making or 
preparing the same, or has or claims to have any exclusive 
right or title to the making or preparing the same, or which 
are prepared, uttered, vended, or exposed for sale under 
any letters patent, or trade-mark, or which (if prepared by 
any formula, published or unpubHshed) are held out or 
recommended to the public by the ipakers, vendors, or 
proprietors thereof as proprietary medicines or medicinal 
proprietary articles or preparations, or as remedies or specifics 
for any disease, diseases, or affection whatever affecting 
the human or animal body: Provided, that the provisions 
of this section shall not apply to the sale of vaccines and 
bacterines which are not advertised to the general lay public, 
nor to the sale by a physician in personal attendance upon 
a patient of medicinal preparations not so advertised. 

These taxes are to be collected either (1) by stamp affixed 
to such article by the vendor, the cost of which shall be reim- 
bursed to the vendor by the purchaser; or (2) by payment to 
the vendor by the purchaser at the time of the sale, the taxes 
so collected being returned and paid to the United States by 
such vendor. 

Vendee to pay taxes — ^When. 

In cases of certain contracts heretofore entered into with 
dealers the vendee may be required to pay the tax. See page 
82 for a description of the statute on this subject. This pro- 
vision does not apply to the tax relating to the leasing or licens- 
ing of motion picture films. 

Exports. 

The above taxes do not apply to articles sold or leased for 
export and in due course so exported. 
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TAX ON BEVERAGES, PERFUMES 

§§ 600-630 Revenue Act of 1918. 
Perfumes. 

There is imposed upon all perfumes imported after February 
24, 1919, containing distilled spirits a tax of $1 .10 per wine gallon, 
to be coUected by tiie Collector of Customs. 

Cereal beverages, soft drinks, mineral waters, etc« 

Upon all beverages derived wholly or in part from cereals 
or substitutes therefor, and containing less than ^% of alcohol, 
sold by the manufacturer, producer, or importer, in bottles or 
other closed containers, a tax of 15% of the price for which so 
sold; and upon all unfermented grape juice, ginger ale, root 
beer, sarsaparilla, pop, artificial mineral waters (carbonated or 
not carbonated), other carbonated waters •or beverages, and 
other soft drinks, sold by the manufacturer, producer, or im- 
porter, in bottles or other closed containers, a tax of 10% of 
the price for which so sold. 

Upon all natural mineral waters or table waters, sold by the 
producer, bottler, or importer* thereof, in bottles or other closed 
containers, at over 10 cents per gallon, a tax of 2 cents per 
gallon. 

Monthly returns by manufacturer, bottler or importer. 

Each manufacturer, producer, bottler, or importer must 
make monthly returns under oath in duplicate and pay the 
taxes imposed to the collector for the district in which is located 
his principal place of business. 

The tax is due and payable to the collector at the time fixed 
for filing the return. If the tax is not paid when due, there 
will be added as part of the tax a penalty of 5% and interest 
at the rate of 1% for each full month, from the time when the 
tax became due. 

Ice cream, ice cream sodas, sundaes, etc. 

On and after May 1, 1919, there must be paid a tax of 1 
cent for each 10 cents or fraction thereof of the amount paid 
to any person conducting a soda fountain, ice-cream parlor, or 
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other similar place of business, for drinks commonly known as 
soft drinks, compounded or mixed at such place of business, oi^ 
for ice cream, ice cream sodas, sundaes, or other similar articles 
of food or drink, when any of the above are sold on or after 
such date for consumption in or in proximity to such place of 
business. Such tax must be paid by the purchaser to the vendor 
at the time of the sale and will be collected, returned, and paid 
to the United States by such vendor, who shall make monthly 
returns under oath, in duplicate, and pay the taxes so collected 
to the Collector of the district in which the principal office or 
place of business is located. 

Vendee to pay taxes — ^When. 

If any person has prior to May 9, 1917, made a bona fide 
contract with a dealer for. the sale or lease, after the tax takes 
effect, of any article in respect to which a tax is imposed, as 
above stated, and if such contract does not permit the 'adding 
of the whole of such tax to the amount to be paid under such 
contract, then the vendee or lessee must, in lieu of the vendor 
or lessor, pay so much of such tax as is not so permitted to be 
added to the contract price. If a contract of the character 
above described was made with any person other than a dealer, 
the tax collected under this law shall be the tax in force on 
May 9, 1917. 

If any person has prior to September 3, 1918, made a bona 
fide contract with a dealer for the sale or lease, after the tax 
takes effect, of any article in respect to which a tax is imposed 
as above stated, and in respect to which no corresponding tax 
was imposed by the Revenue Act of 1917, and such contract 
does not permit the adding, to the amount to be paid under 
such contract, of the whole of the tax imposed by this law, 
then the vendee or lessee must, in lieu of the vendor or lessor, 
pay so much of the tax imposed by this law, as is not so per- 
mitted to be added to the contract price. If a contract of the 
character above described was made with any person other than 
a dealer, no tax shall be collected under this law. 

If any person has prior to September 3, 1918, made a bona 
fide contract with a dealer for tibe sale or lease, after the tax 
takes effect, of any article in respect to which a tax is imposed, 
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as above stated, and in respect to which a corresponding tax 
was imposed by the Revenue Act of 1917, and such contract 
does not permit the adding, to the amount to be paid under 
such contract, of the whole of the difference between such tax 
and corresponding tax imposed by the Revenue Act of 1917, 
then the vendee or lessee must, in lieu of the vendor or lessor, 
pay so much of such difference as is not so permitted to be 
added to the contract price. If a contract of the character 
above described was made with any person other than a dealer, 
the tax collected under this law shall be the tax in force on 
September 3, 1918. 

The taxes payable by the vendee or lessee must be paid to 
the vendor or lessor at the time the sale or lease is consum- 
mated, and collected, returned, and paid to the United States 
by such vendor or lessor who must make monthly returns, 
under oath, in duplicate and pay the taxes collected to the 
Collector of Internal Revenue for his district. 

The term "dealer" includes a vendee who purchases any 
article with intent to use it in the manufacture or production 
of another article intended for sale. 

Exports. 

The above taxes do not apply to articles sold or leased for 
export and in due course so exported. 

Distilled spirits, wines, etc. 

This act provides for taxes on distilled spirits, wines, etc., 
but in view of the recent constitutional amendment, a summary 
of these taxes ifs not given. 
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TAX ON QGARS, TOBACCO AND MANUFACTURES 

§§ 700-704 Revenue Act of 1918. 

When tax took effect. 

These taxes became effective on February 25, 1919, the day 
following the passage of the Revenue Act of 1918. 

Cigars and cigarettes — ^Manufactured or imported into the 
United States. 

The manufacturer or importer must pay upon cigars and 
cigarettes manufactured in or imported into the United States 
and hereafter sold by the manufacturer or importer or removed 
for consumption or sale the following taxes: 
Cigars — all descriptions, weighing not more than 3 pounds per 

thousand, $1.50 per thousand. 
Cigars — ^weighing more than three pounds per thousand when 

manufactured or imported to retail at the following prices: 

5c. each or less $4 per 1000. Over 15c. to 20c. $12 per 1000. 
Over 5c. to 8c. $6 per 1000. Over 20c. $15 per 1000. 

Over 8c. to 15c. $9 per 1000. 

Cigarettes — ^weighing not more than 3 pounds per 1000, $3 per 
" 1000 — ^weighing more than 3 pounds per 1000, $7.20 per 
1000. 

In determining the tax to be paid regard shall be had to 
the ordinary retail price of a single cigar. Sizes of packages 
and stamping requirements are prescribed by the Act. All 
cigarettes imported from a foreign country must be packed, 
stamped and the stamps cancelled in a like manjoier, in addition 
to the import stamp indicating inspection of the custom house 
before they are withdrawn therefrom. 

Tobacco and snuff. 

Upon all tobacco and snuff manufactured in or imported 
into the United States and hereafter sold by the manufacturer 
or importer or removed for consumption or sale, in lieu of the 
existing tax, a tax of 18 cents per pound is imposed. Packages 
permitted are described. 
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TOBACCO TAXES— CIGARETTE PAPER 

Cigarette paper. 

Upon cigarette paper made up into packages, books, sets, 
or tubes, made up in or imported into the United States and 
hereafter sold by the manufacturer or importer to any person 
other than to a manufacturer of cigarettes for use by him in 
the manufacture of cigarettes) the following taxes, to be paid 
by the manufacturer or importer: On each package, book, or 
set, containing more than twenty-five but not more than fifty 
papers, ^ cent; containing more than fifty but not more than 
one hundred papers, 1 cent; containing more them one hundred 
papers, ^ cent for each fifty papers or fractional part thereof; 
and upon tubes 1 cent for each fifty tubes or fractional part 
thereof. 

Every manufacturer of cigarettes purchasing any cigarette 
paper made up into tubes (a) shall give bond in an amount 
and with sureties satisfactory to the Commissioner that he will 
use such tubes in the manufacture of cigarettes or pay thereon 
a tax equivalent to the aforesaid tax, and (b) shall keep such 
records and render under oath such returns as the Commis- 
sioner finds necessary to show the disposition of all tubes pur- 
chased or imported by such manufacturer of cigarettes. 

Leaf tobacco. 

' Section 35 of the Act of August 5th, 1909, is repealed to 
take efiect April 1, 1919, and Section 3360 of the Revised 
Statutes relating, among other things, to the filing of returns by 
dealers in leaf tobacco is amended. 

Vendee to pay taxes — ^When. 

In cases of certain contracts heretofore entered into with 
dealers the vendees may be required to pay the tax. See page 
82 for a description of the statute on this subject. 

Exports. 

The above taxes do not apply to articles sold or leased for 
export and in due course so exported. 
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TAX ON ADMISSIONS AND DUES. 

§§ 800-802 Revenue Act of 1918. 

Places of amusement* 

From and after April 1, 1919, taxes are imposed as follows: 

(1) 1 cent for each 10 cents or fraction thereof of the 
amount paid for admission to any place, including admission 
by season ticket or subscription, to be paid by the person 
paying for such admission. 

(2) In the case of persons (except bona fide employees, 
municipal oJfiBcers on official business, persons in the mili^ 
tary or naval forces of the United States when in uniform, 
and children under twelve years of age) admitted free or 
at reduced rates to any place at a time when and under 
circumstances under which an admission charge is made to 
other persons, a tax of 1 cent for each 10 cents or fraction 
thereof of the price so charged to such other persons for 
the same or similar accommodations, to be paid by the 
person so admitted; 

(3) Upon tickets or cards of admission to theaters, 
operas, and other places of amusement, sold at newsstands, 
hotels, and places other than the ticket offices of such 
theaters, operets, or other places of amusement, at not to 
exceed 50 cents in excess of the sum of the established price 
therefor at such ticket offices plus the amount of any tax 
imposed , under paragraph (1), a tax of 5% of the amount 
of such excess; and if sold for more than 50 cents in excess 
of the sum of such established price plus the amount of any 
tax imposed under paragraph (1), a tax equivalent to 50% 
of the whole amount of such excess, such taxes to be returned 
and paid, by the person selling such tickets, who must 
make monthly returns under oath in duplicate and pay 
the taxes collected to the Collector of Internal Revenue 
for the district in which is located the principal place of 
business. 

(4) 50% of the amount for which the proprietors, 
managers, or employees of any opera house, theater, or 
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other place of amusement sell or dispose of tickets or cards 
of admission in excess of the regular or established price or 
charge therefor, such tax to be returned and paid by the 
person selling such tickets, who must make monthly returns 
as described in the preceding paragraph; 

(5) In the case of persons having the permanent use 
of boxes or seats in an opera house or any place of amuse- 
ment or a lease for the use of such box or. seat in such opera 
house or place of amusement the tax is 10% of the amount 
for which a similar box or seat b sold for each performance 
or exhibition at which the box or seat is used or reserved 
by or for the lessee or holder, such tax to be paid by the 
lessee or holder; 

(6) 1^ cents for each 10 cents or fraction thereof of 
the amount paid for admission to any public performance 
for profit at any roof garden, cabaret, or other similar enter- 
tainment, to which the charge for admission is wholly 
or in part included in the price paid for refreshment, serv- 
ice, or merchandise; the amount paid for. such admission 
to be deemed to be 20% of the amount paid for the refresh- 
ment, service, and merchandise; such tax to be paid by the 
person paying for such refreshment, service, or merchandise. 

Places exempt from tax. 

No tax is to be paid in respect to any admissions all the 
proceeds of which inure exclusively to the benefit of religious, 
educational, or charitable institutions, societies, or organiza- 
tions, societies for the prevention of cruelty to children or 
animals, or exclusively to the benefit of organizations conducted 
for the sole purpose of maintaining symphony orchestras and 
receiving substantial support from voluntary contributions, 
none of the profits of which are distributed to members ,of such 
organization, or exclusively to the benefit of persons in the 
military or naval forces of the United States, or admissions to 
agricultural fairs none of the profits' of which are,distributed to 
stockholders or members of the association conducting the 
same. 
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Definition of ^^admission." 

The term "admission" as used in this law includes seats and 
tables, reserved or otherwise, and other similar accommodation, 
and the charges made therefor. 

Price to appear conspicuously on ticket. 

The price (exclusive of the tax to be paid by the person 
paying for admission) at which every admission ticket or card 
is sold must be conspicuously and indelibly printed, stamped, 
or written on the face or back thereof, together with the name 
of the vendor if sold other than at the ticket office of the theater, 
opera, or other place of amusement. 

Dues and membership fees. 

From and after April 1, 1919, there is imposed a tax of 
10% of any amount paid (a) as dues or membership fees (where 
the dues or fees of an active resident aimual member are in 
excess of $10 per year) to any social, athletic, or sporting club or 
organization; or (b) as initiation fees to such a club or organiza- 
tion, if such fees amount to more than $10, or if the dues or 
membership fees (not including initiation fees) of an active 
resident aimual member are in excess of $10 per year; such 
taxes to be paid by the person paying such dues or fees. 

The following are exempt from the tax: All amounts paid 
as dues or fees to a fraternal society, order, or association, 
operating under the lodge system. 

In the case of life memberships a life member must pay 
annually, at the time for the payment of dues by active resident 
aimual members, a tax equivalent to the tax upon the amount 
paid by such a member, but shall pay no tax upon the amount 
paid for life membership. 

Collection of tax and filing of returns. 

Every person (a) receiving any payments for such admis- 
sion, dues, or fees, shall collect the amount of the tax from the 
person making such payments, or (b) admitting any person 
free to any place for admission to which a charge is made, must 
collect the amount of the tax from the person so admitted. 
Every club or organization having life members must collect 
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from such members the amomit of the tax. In all the above 
cases monthly returns and payments of the amounts so collected 
must be made m duplicate to the Collector of Internal Revenue 
of the dbtrict in wldch the principal o£Soe or place of business 
is located. 

EMPLOYMENT OF CHILD LABOR TAX 

§§ 1200-1207 Revenue Act of 1918. 

Persons subject to tax. 

Every person (other than a bona fide boys' or girls' canning 
club recognized by the Agricultural Department of a State and 
of the United States) operating (a) any mine or quarry situated 
in the United States in which children under the age of sixteen 
years have been employed, or permitted to work during any 
portion of the taxable year; or (b) any mill, cannery, workshop, 
factory, or manufacturing establishment situated in the United 
States in which children under the age of fourteen years have 
been employed or permitted to work, or children between the 
ages of fourteen and sixteen have been employed or permitted 
to work more than eight hours in any day or more than six days 
in any week; or after the hour of seven o'clock post meridian, 
or before the hour of six o'clock ante meridian, during any 
portion of the taxable year, shall pay for each taxable year, in 
addition to all other taxes imposed by law, an excise tax equiva- 
lent to 10 per centum of the entire net profits received or ac- 
crued for such year from the sale or disposition of the product 
of such mine, quarry, mill, cannery, workshop, factory, or man- 
ufacturing estfiJ^lishment. 

Other provisions. 

Other provisions of the Act cover the method of computing 
net profits, the filing of returns, payment of tax, conditions 
under which persons are not subject to the tax — ^inspection of 
plants, and penalties. 



89 



FEDERAL INCOME TAX ACT— DEFINITIONS 



AN ACT 

To provide revenue, and for other purposes. 

Be it enacted by (he Smote and House of Representatioes of the United States 
of America in Congress cusembledf 

TITLE L— GENERAL DEFINITIONS. 

Section 1. That when used in this Act — 

The term "person" includes partnerships and corporations as well as 
individuals. 

The term "corporation" includes associations, joint-stock companies, and 
insurance companies; 

The term "domestic" when applied to a corporation or partnership means 
created or organized in the United States; 

The term "foreign" when applied to a corporation or partnership means 
created or organized outside the United States; 

The term "United States" when used in a geographical sense includes 
only the States, the Territories of Alaska and Hawaii, and the District of 
Columbia; 

The term "Secretary" means the Secretary of the Treasury; 

The term "Conmiissioner" means the Commissioner of Internal Revenue; 

The term "collector" means collector of internal revenue; 

The term "Revenue Act of 1916" means the Act entitled "An Act to in- 
crease the revenue, and for other purposes," approved September 8, 1916; 

The term "Revenue Act of 1917" means the Act entitled "An Act to pro- 
vide revenue to defray war expenses, and for other purposes," approved 
October 3, 1917. 

The term "taxpayer" includes any person, trust or estate subject to a 
tax imposed by this Act; 

The term "Government contract" means (a) a contract made with the 
United States, or with any department, bureau, officer, commission, board, 
or agency, under the United States and acting in its behalf, or with any 
agency controlled by any of the above if the contract b for the benefit of 
the United States, or (b) a subcontract made with a contractor performing 
such a contract if the products or services to be furnished under the sub- 
contract are for the benefit of the United States. The Term "Government 
contract or contracts made between April 6, 1917, and November 11, 1918, 
both dates inclusive" when applied to a contract of the kind referred to in 
clause (a) of this paragraph, includes all such contracts which, although en- 
tered into during such period, were originally not enforceable, but which have 
been or may become ^oroeable by reason of subsequent validation in pur- 
suance of law; 

The term "military or naval forces of the United States" includes the 
Marine Corps, the Coast Guard, the Army Nurse Corps, Female and the 
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Navy Nurse Corps, Female, but this shall not be deemed to exdude other 
units otherwise included within such term; 

The term "present war*' means the war in which the United States is 
now engaged against the Grerman Government. 

For the purposes of this Act the date of the termination of the present 
war shall be fixed by proclamation of the President. 

TITLE XL— INCOME TAX. 
Part I. — General Provisions. 

DeAnitions 

Sec.200. That when used in this title— 

The term "taxable year" means the calendar year, or the fiscal year end- 
ing during such calendar year, upon the basis of which the net income is 
computed under section 212 or section 232. The term "fiscal year*' means 
an accounting period of twelve months ending on the last day of any month 
other than December. The first taxable year, to be called tlie taxable year 
1918, shall be the calendar year 1918 or any fiscal year ending during the 
calendar year 1918; 

The term "fiduciary" means a guardian, trustee, executor, administrator, 
receiver, conservator, or any person acting in any fidudary capacity for any 
person, trust or estate; 

The term "withholding agent" means any person required to deduct and 
withhold any tax under the provisions of section 221 or section 237; 

The term "personal service corporation" means a corporation whose in- 
come is to be ascribed primarily to the activities of the principal owners or 
stockholders who are themselves regularly engaged in the active conduct of 
the affairs of the corporation and in which capital (whether invested or bor- 
rowed) is not a material income-producing factor; but does not include 
any foreign corporation, nor any corporation 50 per centum or more of 
whose gross income consists either (1) of gains, profits, or income derived 
from trading as a principal, or (2) of gains, profits, commissions, or other 
income, derived from a government contract or contracts made between 
April 6, 1917, and November 11, 1918, both dates inclusive; 

The term "paid", for the purposes of the deductions and credits under 
this title, means "paid or accrued" or "paid or incurred", and the terms 
"paid or incurred" and "paid or accrued" shall be construed according to 
the method of accounting upon the basis of which the net income is com- 
peted under section 212. 

Dividends. 

Sec. 201. (a) That the term "dividend" when used in this title (except 
in paragraph (10) of sub-dividon (A) of sections 234) means (1) any dis- 
tribution made by a corporation, other than a personal service corporation, 
to its shareholders or members, whether in cash or in other property or 
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in stock of the corporation, out of its earnings or profits accumulated since 
February 28, 1913, or (2) any such distribution made by a personal service 
corporation out of its earnings or profits accumulated since February 28, 
1913, and prior to January 1, 1918. 

(b) Any distribution shall be deemed to have been made from earnings 
or profits unless all earnings and profits have first been distributed. Any 
distribution made in the year 1918 or any year thereafter shall be deemed 
to have been made from earnings or profits accumulated since February 
28, 1913, or, in the case of a personal service corporation, firom the most 
recently accumulated earnings or profits; but any earnings or profits accumu- 
lated prior to March 1, 1913, may be distributed in stock dividends or other- 
wise, exempt from the tax, after the earnings and profits accumulated since 
February 28, 1913, have been distributed. 

(c) A dividend paid in stock of the corporation shall be considered income 
to the amount of the earnings or profits distributed. Amounts distributed 
in the liquidation of a corporation shall be treated as payments in exchange 
for stock or shares, and any gain or profit realized thereby shall be taxed to the 
distributee as other gains or profits. 

(d) If any stock dividend (1) is received l^y a taxpayer between Jan- 
uary 1 and November 1, 1918, both dates inclusive, or (2) is during such 
period bona fide authorized or declared, and entered on the books of the 
corporation, and is received by a taxpayer after November 1, 1918, and 
before the expiration of thirty days after the passage of this Act, then such 
dividend shall, in the manner provided in section 206, be taxed to the recipient 
at the rates prescribed by law for the years in which the corporation accumu- 
lated the earnings or profits from which such dividend was paid, but the 
dividend shall be deemed to have been paid from the most recently accumu- 
lated earnings or profits. 

(e) Any distribution made during the first sixty days of any taxable 
year shall be deemed to have been made from earnings or profits accumu- 
lated during preceding taxable years; but any distribution made during 
the remainder of the taxable year shall be deemed to have been made from 
earnings or profits accumulated between the dose of the preceding taxable 
year and the date of distribution, to the extent of such earnings or profits, 
and if the books of the corporation do not show the amount of such earnings 
or profits, the earnings or profits for the accounting period within which the 
distribution was made shall be deemed to have been accumulated ratably 
during such period. 

Basis for Determining Gain or Loss 

Sec. 202 (a). That fot the purpose of ascertaining the gain derived or 
loss sustained £rom the sale or other disposition of property, real, personal, ^ 
or mixed, the basis shall be — 

(1) In the case of property acquired before March 1, 1913, the fair market 
price or value of such property as of that date; and 

(2) In the case of property acquired on or after that date, the cost thereof; 
or the inventory value, if the inventory is made in accordance with section 
203. 
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(b) When property is exchanged for other property, the property re- 
ceived in exchange shall for the purpose of determining gain or loss be treated 
as the equivalent of cash to the amount of its fair market value, if any; but 
when in connection with the reorganization , merger , or consolidationof acorpora- 
tion a person receives in place of stock or securities owned by him new stock 
or securities of no greater aggregate par or face value, no gain or loss shall be 
deemed to occur from the exchange, and the new stock or securities received 
shall be treated as taking the place of the stock, securities, or property ex- 
changed. 

When in the case of any such reorganization, merger or consohdation 
the aggregate par or face value of the new stock or securities received is in 
excess of the aggregate par or face value of the stock or securities exchanged, 
a like amount in par or face value of the new stock or securities received shall 
be treated as taking the place of the stock or securities exchanged, and the 
amount of the excess in par or face value shall be treated as a gain to the 
extent that the fair market value of the new stock or securities is greater than 
the cost (or if acquired prior to March 1, 1913 » the fair market value as of 
that date) of the stock or securities exchanged. 

Inventories. 

Sec. 203. That whenever in the opinion of the Commissioner the use 
of inventories is necessary in order clearly to determine the income of any 
taxpayer, inventories shall be taken by such taxpayer upon such basis as 
the Commissioner, with the approval of the Secretary, may prescribe as 
conforming as nearly as may be to the best accounting practice in the trade 
or business and as most clearly reflecting the income. 

Net Losses. 

Sec. 204. (a) That as used in this section the term "net loss" refers 
only to net losses resulting from either (1} the operation of any business 
regularly carried on by the taxpayer, or (2) the bona fide sale by the tax- 
payer of plant, buildings, machinery, equipment or other facilities, con- 
structed, installed or acquired by the taxpayer on or after April 6, 1917, 
for the production of articles contributing to the prosecution of the present 
war; and when so resulting means the excess of tibe deductions allowed by 
law (excluding in the case of corporations amounts allowed as a deduction 
under paragraph (6) of subdivision (a) of section 234) over the sum of the 
gross income plus any interest received free from taxation both under this 
title and under Title III. 

(b) If for any taxable year beginning after October 31, 1918, and ending 
prior to January 1, 1920, it appears upon the production of evidence satis- 
factory to the Commissioner that any taxpayer has sustained a net loss, 
the amount of such net loss shall under regulations prescribed by the Com- 
missioner with the approval of the Secretary be deducted from the net in- 
come of the taxpayer for the preceding taxable year; and the taxes imposed 
by this title and by Title III for such preceding taxable year shall be re- 
determined accordingly. Any amount found to be due to the taxpayer 
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Upon the basis of such redetennmation shall be credited or refunded to the 
taxpayer in accordance with the provisions of section 252. If such net loss 
is in excess of the net income for such preceding taxable year, the amount of 
such excess shall under regulations prescribed by the Commissioner with the 
approval of the Secretary be allowed as a deduction in computing the net 
income for the succeeding taxable year. 

(c) The benefit of this section shall be allowed to the members of a partner- 
ship and the beneficiaries of an estate or trust under regulations prescribed 
by the Commissioner with the approval of the Secretary. 

Fiscal Year with Different Rates. 

Sec. 205. (a) That if a taxpayer makes return for a fiscal year beginning 
in 1917 and ending in 1918, his tax under this title for the first taxable year 
shall be the sum of: (1) the same proportion of the tax for the entire period 
computed under Title I of the Revenue Act of 1916 as amended by the 
Revenue Act of 1917 and under Title I of the Revenue Act of 1917, which 
the portion of such period falling within the calendar year 1917 is of the 
entire period, and (2) the same proportion of a tax for the entire 
period computed under this title at the rates for the calendar year 1918 
which the portion of such period falling within the calendar year 1918 is 
of the entire period: Provided, That in the case of a personal service 
corporation the amount to be paid shall be only that specified in dause (1) . 

Any amount heretofore or hereafter paid on aooonnt of the tax imposed 
for such fiscal year by Title I of the Revenue Act of 1916 as amended by 
the Revenue Act of 1917, and by Title I of the Revenue Act of 1917, shall be 
credited towards the payment of the tax imposed for such fiscal year by this 
Act, and if the amount so paid exceeds the amount of such tax imposed by this 
Act, or, in the case of a personal service corporation, the amount specified in 
clause (1), the excess shall be credited or refunded in accordance with the 
provisions of section 252. 

(b) If a taxpayer makes a return for a fiscal year beginning in 1918 and 
ending in 1919, the tax under this title for such fiscal year shall be the sum of: 

(1) the same proportion of a tax for the entire period computed under this 
title at the rates specified for the calendar year 1918 which the portion of 
such period falling within the calendar year 1918 is of the entire period, and 

(2) the same proportion of a tax for the entire period computed under this 
title at the rates specified for the calendar year 1919 which the portion of such 
period falling witldn the calendar year 1919 is of the entire period. 

(c) If a fiscal year of a partnership begins in 1917 and ends in 1918 or 
begins in 1918 and ends in 1919, then notwithstanding the provisions of sub- 
division (b) of section 218, (1) the rates for the calendar year during which 
such fiscal year begins shall apply to an amount of each partner's share of 
such partnership net income (determined under the law applicable to such 
year) equal to the proportion which the part of such fiscal year falling within 
such calendar year bears to the full fiscal year, and (2) the rates for the 
calendar year during which such fiscal year ends shall apply to an amount of 
each partner's share of such partnership net income (determined under the 
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law applicable to such calendar year) equal to the proportion which the part 
of sudh fiscal year falling within such calendar year bears to the full fiscal year : 
Provided, That in the case of a personal service corporation with respect to a 
fiscal year beginning in 1917 and ending in 1918, the amount spedfied in 
dause (1) shall not be subject to normal tax. 

Parts of Income Subject to Rates for Different Years. 

Sec. 206. That whenever parts of a taxpayer's income are subject to 
rates for different calendar years, the part subject to the rates for the most 
recent calendar year shall be placed in the lower brackets of the rate schedule 
provided in this title, the part subject to the rates for the next preceding 
calendar year shall be placed in the next higher brackets of the rate schedule 
applicable to that year, and so on until the entire net income has been accounted 
for. In determining the income, any deductions, exemptions or credits of 
a kind not plainly and properly chargeable against the income taxable at 
rates for a preceding year shall first be applied against the income subject 
to rates for the most recent calendar year; but any balance thereof shall be 
applied against the income subject to the rates of the next preceding year or 
years untU fully allowed. 



•v«. 



Part II.— Individuals. 

V 

Normal Tax. 

Sec. 210. That, in lieu of the taxes imposed by subdivision (a) of sec- 
tion 1 of the Revenue Act of 1916 and by section 1 of the Revenue Act of 
1917, there shall be levied, collected, and paid for each taxable year upon 
the net income of every individual a normal tax at the following rates: 

(a) For the calendar year 1918, 12 per centum of the amount of the net 
income in excess of the credits provided in section 216: Provided, That in 
the case of a dtizen or resident of the United States the rate upon the first 
$4,000 of such excess amount shall be 6 per centum; 

(b) For each calendar year thereafter, 8 per centum of the amount of 
the net income in excess of the credits provided in section 216: Provided, 
That in the case of a dtizen or resident of the United States the rate upon 
the first $4,000 of such excess amount shall be 4 per centum. 

Surtax. 

Sec. 211. (a) That, in lieu of the taxes imposed by subdivision (b) of 
section 1 of the Revenue Act of 1916 and by section 2 of the Revenue Act 
of 1917, but in addition to the normal tax imposed by section 210 of this 
Act, there shall be levied, collected, and paid for each taxable year upon 
the net income of every individual, a surtax equal to the sum of the fol- 
lowing: 

1 per centum of the amount by which the net income exceeds $5,000 and 
does not exceed $6,000; 
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2 per centum of the amount by which the net income exceeds $6,000 and 
does not exceed $8,000; 

3 per centum of the amount by which the net income exceeds $8,000 and 
does not exceed $10,000; 

4 per centum of the amount by which the net income exceeds $10,000 
and does not exceed $12,000; 

5 per centum of the amount by which the net income exceeds $12,000 
and does not exceed $14,000; 

6 per centum of the amount by which the net income exceeds $14,000 
and does not exceed $16,000; 

7 per centum of the amount by which the net income exceeds $16,000 
and does not exceed $18,000; 

8 per centum of the amount by which the net income exceeds $18,000 
and does not exceed $20,000; 

9 per centum of the amount by which the net income exceeds $20,000 
and does not exceed $22,000; 

10 per centum of the amount by which the net income exceeds $22,000 
and does not exceed $24,000; 

11 per centum of the amount by which the net income exceeds $24,000 
and does not exceed $26,000; 

12 per centum of the amount by which the net income exceeds $26,000 
and does not exceed $28,000; 

13 per centum of the amount by which the net income exceeds $28,000 
and does not exceed $30,000; 

14 per centum of the amount by which the net income exceeds $30,000 
and does not exceed $32,000; 

15 per centum of the amount by which the net income exceeds $32,000 
and does not exceed $34,000; 

16 per centum of the amount by which the net income exceeds $34,000 
and does not exceed $36,000; 

17 per centum of the amount by which the net income exceeds $36,000 
and does not exceed $38,000; 

18 per centum of the amount by which the net income exceeds $38,000 
and does not exceed $40,000; 

19 per centum of the amount by which the net income exceeds $40,000 
and does not exceed $42,000; 

20 per centum of the amount by which the net income exceeds $42,000 
and does not exceed $44,0QP; 

21 per centum of the amount by which the net income exceeds $44,000 
and does not exceed $46,000; 

22 per centum of the amount by which the net income exceeds $46,000 
and does not exceed $48,000; 

23 per centum of the amount by which the net income exceeds $48,000 
and does not exceed $50,000; 

24 per centum of the amount by which the net income exceeds $50,000 
and does not exceed $52,000; 

25 per centum of the amount by which the net income exceeds $52,000 
and does not exceed $54,000; 
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26 per centum of the amount by which the net income exceeds $54,000 
and does not exceed $56,000; 

27 per centum of the amount by which the net income exceeds $56,000 
Hnd does not exceed $58,000; 

28 per centum of the amount by which the net income exceeds $58,000 
and does not exceed $60,000; 

29 per centum of the amount by which the net income exceeds $60,000 
and does not exceed $62,000; 

30 per centum of the amount by which the net income exceeds $62,000 
and does not exceed $64,000; 

31 per centum of the amount by which the net income exceeds $64,000 
and does not exceed $66,000; 

32 per centum of the amount by which the net income exceeds $66,000 
and does not exceed $68,000; 

33 per centum of the amount by which the net income exceeds $68,000 
and does not exceed $70,000; 

34 per centum of the amount by which the net income exceeds $70,000 
and does not exceed $72,000; 

35 per centum of the amount by which the net income exceeds $72,000 
and does not exceed $74,000; 

36 per centum of the amount by which the net income exceeds $74,000 
and does not exceed $76,000; 

37 per centum of the amount by which the net income exceeds $76,000 
and does not exceed $78,000; 

38 per centum of the amount by which the net income exceeds $78,000 
and does not exceed $80,000; 

39 per centum of the amount by which the net income exceeds $80,000 
and does not exceed $82,000; 

40 per centum of the amount by which the net income exceeds $82,000 
and does not exceed $84,000; 

41 per centum of the amount by which the net income exceeds $84,000 
and does not exceed $86,000; 

42 per centum of the amount by which the net income exceeds $86,000 
and does not exceed $88,000; 

43 per centum of the amount by which the net income exceeds $88,000 
and does not exceed $90,000; 

44 per centum of the amount by which the net income exceeds $90,000 
and does not exceed $92,000; 

45 per centum of the amount by which the net income exceeds $92,000 
and does not exceed $94,000; 

46 per centum of the amount by which the net income exceeds $94,000 
and does not exceed $96,000; 

47 per centum of the amount by which the net income exceeds $96,000 
and does not exceed $98,000; 

48 per centum of the amount by which the net income exceeds $98,000 
and does not exceed $100,000; 

52 per centum of tlie amount b> which tlie net income exceeds $100,000 
and does not exceed $150,000; 
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56 per centum of the amount by which the net income exceeds $150,000 
and does not exceed $200,000; 

60 per centum of the amount by which the net income exceeds $200,000 
and does not exceed $300,000; 

63 per centum of the amount by which the net income exceeds $300,000 
and does not exceed $500,000; 

64 per centum of the amount by which the net income exceeds $500,000 
and does not exceed $1,000,000; 

65 per centum of the amount by which the net income exceeds $1,000,000. 

(b) In the case of a bona fide sale of mines, oil or gas weUs, or any interest 
therein, where the principal value of the property has been demonstrated by 
prospecting or exploration and discovery work done by the taxpayer, the 
portion of the tax imposed by this section attributable to such sale shall not 
«x<teed 20 per centum of the selling price of such property or interest. 

Net Income Defined. 

Sec. 212. (a) That in the case of an individual the term **net income" 
means the gross income as defined in section 213, less the deductions allowed 
by section 214. 

(b) The net income shall be computed upon the basis of the taxpayer's 
annual accounting period (fiscal year or calendar year, as the case may be) 
in accordance with the method of accounting regularly employed in keeping 
the books of such taxpayer; but if no such method of accounting has been 
so employed, or if the method employed does not clearly reflect the income, 
the computation shall be made upon such basis and in such manner as in the 
opinion of the Commissioner does clearly reflect the income. If the tax- 
payer's annual accounting period is other than a fiscal year as defined in section 
200 or if the taxpayer has no annual accounting period or does not keep books, 
the net income shall be computed on the basis of the calendar year. 

If a taxpayer changes his accounting period from fiscal year to calendar 
year, from calendar year to fiscal year, or from one fiscal year to another, 
the net income shall, with the approval of the Commissioner, be computed 
on the basis of such new accounting period, subject to the provisions of 
section 226. 

Gross Income Defined. 

Sec. 213. That for the purposes of this title (except as otherwise pro- 
vided in section 233) the term "gross income" — 

(a) Includes gains, profits, and income derived from salaries, wages, or 
compensation for personal service (including in the case of the President 
of the United States, the Judges of the Supreme and inferior courts of the 
United States, and all other officers and employees, whether elected or ap- 
pointed, of the United States, Alaska, Hawaii, or any political subdivision 
thereof, or the District of Columbia, the compensation received as such), 
of whatever kind and in whatever form paid, or from professions, vocations, 
trades, businesses, commerce, or sales, or dealings in property, whether real 
or personal, growing out of the ownership or use of or interest in such property; 
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also from interest, rent, dividends, securities, or the transaction of any busi- 
ness carried on for gain or profit, or gains or profits and income derived from 
any source whatever. The amount of all such items shall be included in the 
gross income for the taxable year in which received by the taxpayer, unless, 
under methods of accounting permitted under subdivision (b) of section 212, 
any such amounts are to be properly accounted for as of a different period; 
but 

(b) Does not include the following items, which shall be exempt from 
taxation under this title: 

(1) The proceeds of life insurance policies paid upon the death of the 
insured to individual beneficiaries or to the estate of the insured; 

(2) The amount received by the insured as a return of premium or premi- 
ums paid by him under life insurance, endowment, or annuity contracts, 
either during the term or at the maturity of the term mentioned in the con- 
tract or upon surrender of the contract; 

(3) The value of property acquired by gift, bequest, devise, or descent 
(but the income from such property shall be included in gross income); 

(4) Interest upon (a) the obligations of a State, Territory, or any poHt- 
ical subdivision thereof, or the District of Columbia; or (b) securities issued 
under the provisions of the Federal Farm Loan Act of July 17, 1916; or (c) the 
obligations of the United States or its possessions; or (d) bonds issued by the 
War Finance Corporation: Provided, That every person owning any of the 
obligations, securities or bonds enumerated in clauses (a), (b), (c), and (d) 
shcdl, in the return required by this title, submit a statement showing the 
number and amount of such obligations, securities and bonds owned by him 
and the income received therefrom, in such form and with such information 
as the Commissioner may require. In the case of obligations of the United 
States issued after September 1, 1917, and in the case of bonds issued by the 
War Finance Corporation, the interest shall be exempt only if and to the 
extent provided in the respective Acts authorizing the issue thereof as amended 
and supplemented, and shcdl be excluded from gross income only if and to the 
extent it is wholly exempt from taxation to the taxpayer both under this title 
and under Title III; 

(5) The income of foreign governments received from investments in 
the United States in stocks, bonds, or other domestic securities, owned by 
such foreign governments, or from interest on deposits in banks in the United 
States of moneys belonging to such foreign governments, or from any other 
source within the United States; 

(6) Amounts received, through accident or health insurance or under 
workmen's compensation acts, as compensation for personal injuries or 
sickness, plus the amount oi any damages received whether by suit or agree- 
ment on account of such injuries or sickness; 

(7) Income derived from any public utility or the exercise of any essential 
governmental function and accruing to any State, Territory, or the District 
ofi Columbia, or any political subdivision of a State or Territory, or income 
accruing to the government of any possession of the United States, or any 
political subdivision thereof. 

Whenever any State, Territory, or the District of Columbia, or any 
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political subdivision of a State or Territory, prior to September 8, 1916, 
entered in good faith into a contract with any person, the object and pur- 
pose of which is to acquire, construct, operate, or maintain a public utility, 
no tax shall be levied under the provisions of this title upon the income 
derived from the operation of such public utility, so fa:* as the payment 
thereof will impose a loss or burden upon such State, Territory, District of 
Columbia, or political subdivision; but this provision is not intended to 
confer upon such person any financial gain or exemption or to relieve such 
peson from the payment of a tax as provided for in this title upon the part 
or portion of such income to which such person is entitled under such con- 
tract; 

(8) So much of the amount received during the present war by a person 
in tiie military or naval forces of the United States as salary or compen- 
sation in any form from the United States for active services in such forces 
as does not exceed $3,500. 

(c) In the case of nonresident alien individuals, gross income includes 
only the gross income from sources within the United States, including 
interest on bonds, notes, or other interest-bearing obligations of residents, 
corporate or otherwise, dividends from resident corporations, and including 
all amounts received (although paid under a contract for the sale of goods 
or otherwise) representing profits on the manufacture and disposition of 
goods within the United States. 

Deductions Allowed. 

Sec. 214. (a) That in computing net income there shall be allowed as 
deductions: 

(1) All the ordinary and necessary expenses paid or incurred during the 
taxable year in carrying on any trade or busLness, including a reasonable 
allowance for salaries or other compensation for personal services actually 
rendered, and incltiding rentals or other payments required to be made as 
a condition to the continued use or possession, for purposes of the trade 
or business of property to which the tax-payer has not taken or is not taking 
title or in which he has no equity; 

(2) All interest paid or accrued within the taxable year on indebted- 
ness, except on indebtedness incurred or continued to purchase or carry 
obligations or securities (other than obligations of the United States issued 
after September 24, 1917), the interest upon which is wholly exempt from 
taxation under this title as income to the taxpayer, or, in the case of a non- 
resident alien individual, the proportion of such interest which the amount 
of his gross income from sources within the United States bears to the amount 
of his gross income from all sources within and without the United States; 

(3) Taxes paid or accrued within the taxable year imposed (a) by the 
authority of the United States, except income, war profits and excess-;^ rofits 
taxes; or (b) by the authority of any of its possessions, except the amount 
of income, war profits and excess-profits taxes allowed as a credit under 
section 222; or (c) by the authority of any State or Territory, or any county, 
school district, municipality, or other taxing subdivision of any State or 
Territory, not including those assessed against local benefits of a kind tending 
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to increase the value of the property assessed; or (d) in the case of a citizen 
or resident of the United States, by the authority of any foreign country, 
except the amount of income, war-profits and excess-profits taxes allowed as a 
credit under section 222; or (e) in the case of a nonresident alien individual, 
by the authority of any foreign country (except income, war-profits and excess- 
profits taxes, and taxes assessed against local benefits of a kind tending to 
increase the value of the property assessed), upon property or business; 

(4) Losses sustained during the taxable year and not compensated for by 
insurance or otherwise, if incurred in trade or business; 

(5) Losses sustained during the taxable year and not compensated for 
by insurance or otherwise, if incurred in any transaction entered into for 
profit, though not connected with the trade or business; but in the case of a 
nonresident alien individual only as to such transactions within the United 
States; 

(6) Losses sustained during the taxable year of property not con- 
nected with the trade or business (but in the case of a nonresident alien 
individual only property within the United States) if arising from fires, 
storms, shipwreck, or oilier casualty, or from theft, and if not compensated 
for by insurance or otherwise; 

(7) Debts ascertained to be worthless and charged off within the taxable 
year; 

(8) A reasonable allowance for the exhaustion, wear and tear of prop- 
erty used in the trade or business, including a reasonable allowance for ob- 
solescence; 

(9) In the case of buildings, machinery, equipment, or other facilities, 
constructed, erected, installed, or acquired, on or after April 6, 1917, for 
the production of articles contributing to the prosecution of the present 
war, and in the case of vessels constructed or acquired on or after such date 
for the transportation of articles or men contributing to the prosecution 
of the present war, there shall be allowed a reasonable deduction for the 
amortization of such part of the cost of such facilities or vessels as has been 
borne by the taxpayer, but not again including any amount otherwise allowed 
under this title or previous Acts of Congress as a deduction in computing 
net income. At any time within three years after the termination of the 
present war, the Commissioner may, and at the request of the taxpayer shall, 
reexamine the return, and if he then finds as a result of an appraisal or from 
other evidence that the deduction originally allowed was incorrect, the taxes 
imposed by this title and by Title III for the year or years affected shall be 
redetermined; and the amount of tax due upon such redetermination, if any, 
shall be paid upon notice and demand by the collector, or the amount of tax 
overpaid, if any, shall be credited or refunded to the taxpayer in accordance 
with the provisions of section 252. 

(10) In the case of mines, oil and gas wells, other natural deposits, and 
timber, a reasonable allowance for depletion and for depreciation of im- 
provements, according to the peculiar conditions in each case, based upon 
cost including cost of development not otherwise deducted: Provided, 
That in the case of such properties acquired prior to March 1, 1913, the 
fair market value of the property (or the taxpayer's interest therein) on 
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that date shall be taken in lieu of cost up to that date. Provided, further » 
That in the case of mines, oil and gas wells, discovered by the taxpayer, on 
or after March 1, 1913, and not acquired as the result of purchase of a proven 
tract or lease, where the fair market value of the property is materially 
disproportionate to the cost, the depletion allowance shall be based upon the 
fair market value of the property at the date of the discovery, or within thirty 
days thereafter; such reasonable allowance in all the above cases to be made 
under rules and regulations to be prescribed by the Ck>mmi8sioner with the 
approval of the Secretary. In the case of leases the deductions allowed by 
this paragraph shall be equitably apportioned between the lessor and lessoe; 

(11) Contributions or gifts made within the taxable year to corporations 
organized and operated exclusively for religious, charitable, scientific, or 
educational purposes, or for the prevention of cruelty to children or animals, 
no part of the net earnings of which inures to the benefit of any private stodL- 
holdei^ or individual^ or to the special fund for vocational rehabilitatkm 
authorized by section 7 of the Vocational Rehabilitation Act, to an amount not 
in excess of 15 per centum of the taxpayer's net income as computed without 
the benefit of this paragraph. Such contributions or gifts shaU be allowable 
as deductions only ifi verified under rules and regulations prescribed by the 
Commissioner, with the approval of the Secretary. In the case of a nonresi- 
dent alien individual this deduction shaU be allowed only as to contributions 
OB gifts made to domestic corporations, or to such vocational rehabilitation 
fund; 

(12) (a) At the time of filing return for the taxable year 1918 a taxpayer 
may file a claim in abatement based on the fact thaD he has sustained a sub- 
stantial loss (whethev or not actually realized by sale or other disposition) 
resulting from any material reduction (not duo to temporary fluctuatiOD) 
of the value of the inventory for such taxable year, or from the actual payment 
after the close of such taxable year of rebates in pursuance of contracts entered 
into during such year upon* sales made during such year. In such a case 
payment of the amount of the tax covered by such daim shall not be required 
until the daim is dedded, but the taxpayer shall accompany his claim with a 
bond in double the amount of the tax covered by the daim, with sureties 
satisfactory to the commissioner, conditioned for the payment of any part of 
such tax found to be due, with interest. If any part of such daim is disallowed 
then the remainder of the tax due shall on notice and demand by the collector 
be paid by the taxpayer with interest at the rate of 1 per centum per month 
from the time the tax would have been due had no such claim been filed. If 
it is shown to the satisfaction of the Commissioner that such substantial loss 
has been sustained, then in computing the taximi)08ed by this title the amount 
of such loss shall be deducted from the net income, (b) If no such claim is 
filed, but it is shown to the satisfaction of the Conunissioner that during the 
taxable year 1919 the taxpayer has sustained a substantialloss of the character 
above described then the amount of such loss shall be deducted from the net 
income for the taxable year 1918 and the tax imposed by this title for such 
year shall be redetermined accordingly. \ Any amount found to be due to the 
taxpayer upon the basis of such redetermination shall be credited or refunded 
to the taxpayer in accordance with the provisions of Section 252. 
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(b) In the case of a nonresident alien individual the deductions allowed 
in paragraphs (1), (4), (7). (8), (9), (10), (12), clause (e) of paragraph (3), 
of subdivision (a) shall be allowed^ only if and to the extent that they are 
connected with income arising from a source within the United States; and 
the proper apportionment and allocation of the deductions with respect to 
sources of income within and without the United States shall be determined 
under rules and regulations prescribed by the Conmiissioner vith the ap- 
proval of the Secretary. 

Items not Deductible. 

Sec. 215. That in computing net income no deduction shall in any case 
be allowed in respect of — 

(a) Personal, living, or family expenses; 

(b) Any amount paid out for new buildings or for permanent improve- 
ments or betterments made to increase the value of any property or estate; 

(c) Any amount expended in restoring property or in making good the 
exhaustion thereof for which an allowance is or has been made; or 

(d) Premiums paid on any life insurance policy covering the life of any 
o£Scer or employee, or of any person financially interested in any trade or 
business carried on by the taxpayer, when the taxpayer b directly or indi- 
rectly a beneficiary under such policy. 

Credits Allowed. 

Sec. 216. That for the purpose of the normal tax only there shall be 
allowed the following credits: 

(a) The amount received as dividends from a corporation which is tax- 
able under this title upon its net income, and amoimts received as divi- 
dends from a personal service corporation out of earnings or profits upon 
which income tax has been imposed by Act of Congress; 

(b) The amount received as interest upon obligations of the United 
States and bonds issued by the War Finance Corporation, which b included 
in gross income under section 213; 

(c) In the case of a single person, a personal exemption of $1,000, or in 
the case of t^e head of a f andly or a married person living with husband 
or wife, a personal exemption of $2,000. A husband and wife living to- 
gether shall receive but one personal exemption of $2,000 against their aggre- 
gate net income; and in case they make separate retmns, the personal ex- 
emption of $2,000 may be taken by either or divided between them; 

(d) $200 for each person (other than husband or wife) dependent upon 
and receiving hb chief support from the taxpayer, if such dependent per- 
son is under eighteen years of age or is incapable of self-support because 
mentally or physically defective. 

(e) In the case of a nonresident alien individual who b a citizen or sub- 
ject of a country which imposes an income tax, the credits allowed in sub- 
divisions (c) and (d) shall be allowed only if such country allows a similar 
credit to citizens of the United States not residing in such country. 
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Nonresident Aliens — Allowance of Deductions and Credits. 

Sec. 217. That a nonresideiit alien individual shall receive the benefit 
of the deductions and credits allowed in this title only by fOing or causing 
to be filed with the collector a true and accurate return of his total income 
received from all sources corporate or otherwise in the United States, in the 
manner prescribed by this title, including therein all the information which 
the Commissioner may deem necessary for the calculation of such deductions 
and credits: Provided, That the benefit of the credits allowed in subdivisions 
(c) and (d) of section 216 may, in the discretion of the Commissioner, and 
except as otherwise provided in subdivision (e) of that section, be received by 
filing a claim therefor with the withholding agent. In case of failure to file 
a return, the collector shall collect the tax on such income, and all property 
belonging to such nonresident alien individual shall be liable to distraint for the 
tax. 

Partnerships and Personal Service Corporations* 

Sec. 218. (a) That individuals carrying on business in partnership 
shall be liable for income tax only in their individual capacity. There shall 
be included in computing the net income of each partner his distributive share, 
whether distributed or not, of the net income of the partnership for the taxable 
year, or, if his net income for such taxable year is computed upon the basis 
of a period different from that upon the basis of which the net incomeiof the 
partnership is computed, then his distributive share of the net income of the 
partnership for any accounting period of the partnership ending within the 
fiscal or calendar year upon the basis of which the partner's net income is 
computed. 

The partner shall, for the purpose of the normal tax, be allowed as credits, 
in addition to the credits allowed to him under section 216, his proportionate 
share of such amounts specified in subdivisions (a) and (b) of section 216 as 
are received by the partnership. 

(b) If a fiscal year of a partnership ends during a calendar year for 
which the rates of tax differ from those for the preceding calendar year, 
then (X) the rates for such preceding calendar year shall apply to an 
amount of each partner's share of such partnership net income equal to the 
proportion which the part of such fiscal year falling within such calendar 
year bears to the full fiscal year, and (2) the rates for the calendar year during 
which such fiscal year ends shall apply to the remainder. 

(c) In the case of an individual member of a partnership which makes 
return for a fiscal year beginning in 1917 and ending in 1918, his propor- 
tionate share of any excess profits tax imposed upon the partnership under 
the Revenue Act of 1917 with respect to that part of such fiscal year falling 
in 1917, shall, for the purpose of determining the tax imposed by this title, 
be credited against that portion of the net income embraced in his personal 
return for the taxable year 1918 to which the rates for 1917 apply. 

(d) The net income of the partnership shall be computed in the same 
manner and on the same basis as provided in section 212, except that the 
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deduction provided in paragraph (11) of subdi\dsion (a) of section 214 shall 
not be allowed. 

(e) Personal service corporations shall not be subject to taxation under 
this title, but the individual stockholders thereof shall be taxed in the same 
manner as the members of partnerships. All the provisions of this title 
relating to partnerships and the members thereof shall so far as practicable 
apply to personal service corporations and the stockholders thereof: Pro- 
vided, That for the purpose of this sub-division amounts distributed by a 
personal service corporation during its taxable year shall be accounted for 
by the dbtributees; and any portion of the net income remaining undisturbed 
at the dose of its taxable year shall be accounted for by the stockholders of 
such corporation at the dose of its taxable year in proportion to their respective 
shares. 

Estates and Trusts. 

Sec. 219. (a) That the tax imposed by sections 210 and 211 shall apply 
to the income of estates or of any kind of property hdd in trust, includ- 
ing— 

(1) Income received by estates of deceased persons during the period of 
administration or settlement of the estate; 

(2) Income accumulated in trust for the benefit of unborn or unascer- 
tained persons or persons with contingent interests; 

(3) Income held for future distribution under the terms of the will or 
trust; and 

(4) Income which is to be distributed to the benefidaries periodically, 
whether or not at regular intervals, and the income collected by a guardian 
of an infant to be held or distributed as the court may direct. 

(b) The fidudary shall be responsible for making the return of income 
for the estate or trust for which he acts. The net income of the estate or 
trust shall be computed in the same manner and on the same basis as pro- 
vided in section 212, except that there shall also be allowed as a deduction 
(in Heu of the deduction authorized by paragraph (11) of sub-division (a) 
of section 214) any part of the gross income which, pursuant to the terms 
of the will or deed creatmg the trust, is during the taxable year paid to or 
permanently set aside for the United States, any state, territory, or any 
political sub-division thereof, or the District of Columbia, or asy corporation 
organized and operated exdusivdy for religious, charitable, sdentific, or 
educational purposes, or for the prevention of crudty to children or animals, 
no part of the net earnings of which inures to the benefit of any private stock- 
holder or individual; and in cases under paragraph (4) of subdivision (a) of 
this section the fidudary shall include in the return a statei^eat •{ each bene- 
fidary's distributive share of such net income whether or sot distributed 
before the close of the taxable year for which the reitam is mmde. 

(c) In cases under paragraph (1), (2), or (3) •{ subdiviflion (a) the tax 
shall be imposed upon the net income of the estate ar trust and shall be paid 
by the fidudary, except that in determimiag the set income of the estate of 
any deceased person during the period of administration or settlement there 
may be deducted the amount of any income properly paid or credited to any 
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legatee, heir or other beneficiary. In flndi cases the estate or trust shall, for 
the purpose of the normal tax, be allowed the same credits as are allowed to 
single persons nnder secticm 216. 

(d) In cases nnder paragraph (4) of sobdivisicxi (a), and in the case of 
any income of an estate during the period of admiidstiation or settlement 
permitted by subdivision (c) to be deducted from the net income iqwn whicli 
tax is to be paid by the fiduciary, the tax shaU not be paid by the fiduciary, 
but there shall be included in conqniting the net income of eadi beneficiary 
his distribotive share, whether disbibnted or not, of the net income ol the 
estate or trust for the taxable year, or, if his net income for sudi taxable year 
is computed iqxm the basis of a period different from that npoa the basis of 
which the net income of the estate or trust is computed, then his distributive 
share of the net income of the estate or trust for any accounting period of 
such estate or trust ending within the fiscal or calendar year iqxm the basis 
of wUdi sash beneficiary's net income is computed. In such cases the 
beneficiary shall, for the purpose of the normal tax, be allowed as credits in 
addition to the credits aOowed to him under section 216, his proportionate 
share of sudi amounts specified in subdivisions (a) and (b) of section 216 as 
are received by the estate or trust. 

ProMs of Corporations Taxable to Stockholders. ^ 

Sec. 220. That if any corporation, however created or organized, is 
formed or availed of for the purpose of preventing the imposition of the 
surtax upon its stockholdefs or members through the medium of permitting 
its gains and profits to accumulate instead of being divided or distributed, 
such corporation shall not be subject to the tax imposed by section 230, but 
the stockholders or members thereof shall be subject to taxation under this 
title in the same manner as provided in sub-division (e) of section 218 in the 
case of stockholders of a i)er8onal service corporation, except that the tax 
imposed by Title III shall be deducted from the net income of the corporation 
before the computation of the proportionate share of eadi stoddiolder or 
member. 

The fact that any corporation is a mere holding company, or that the 
gains and profits are permitted to accumulate beyond the reasonable needs 
of the business, shall be prima fade evidence of a purpose to escape the 
surtax; but the fact that the gains and profits are in any case permitted to 
accumulate and become surplus shall not be construed as evidence of a purpose 
to escape the tax in such case unless the Commissioner certifies that in his 
i>pinion such accumulation is unreasonable for the purpose of the business. 
When requested by the Commissioner, or any collector, every corporation 
shall forward to him a oerrect statement of such gains and profits and the 
names and addresses of the in£viduals or shareholders who would be entitled 
to the same if divided or distributed, and of the amounts that would be pay- 
able to each. 

Payment of Tax at Source. 

Sec. 221. (a) That all individuals, corporations and partnerships, in 
whatever capacity acting, including lessees or mortgagors of real or personal 
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property, fiduciaries, employers, and all officers and employees of the United 
States, having the control, receipt, custody, disposal, or payment, of interest, 
rent, salaries, wages, premiums, annuities, compensations, remunerations, 
emoluments, or other fixed or determinahle annual or periodical gains, profits, 
and income, of any nonresident alien individual (oth^ than income received 
as dividends from a corporation which is taxable under this title upon its net 
income) shall (except in the cases provided for in subdivision (b) and except 
as otherwise provided in regulations prescribed by the Commissioner under 
section 217) deduct and withhold from such annual or periodical gains, 
profits, and income a tax equal to 8 per centum thereof: Provided, That the 
Commissioner may authorize such tax to be deducted and withheld from the 
interest upon any securities the owners of which are not known to the with- 
holding agent. 

(b) In any case where bonds, mortgages, or deeds of trust, or other 
similar obligations of a corporation contain a contract or provision by which 
the obUgor agrees to pay any portion of the tax imposed by this tiUe upon 
the obligee, or to reimburse the obligee for any portion of the tax, or to pay 
the interest without deduction for any tax which the obligor may be required 
or permitted to pay thereon or to retain therefrom under any law of the 
United States, the obHgor shall deduct and withhold a tax equal to 2 per cen- 
tum of the interest upon such bonds, mortgages, deeds of trust, or other 
obligations, wheth^ such interest is payable annually or at shorter or longer 
periods and whether payable to a nonresident alien individual or to an indivi- 
dual citizen or resident of the United States or to a partnership: Provided, 
That the Commissioner may authorize such tax to be deducted and withheld 
in the case of interest upon any such bonds, mortgages, deeds of trust or other 
obligations, the owners of which are not known to the withholding agent. 
Such deduction and withholding shall not be required in the case of a citizen 
or resident entitled to receive such interest, if he files with the withholding 
agent on or before February 1, a signed notice in writing claiming the benefit 
of the credits provided in subdivisions (c) and (d) of section 216; nor in the 
case of a nonresident alien individual if so provided for in regulations prescribed 
by the Commissioner under section 217. 

(c) Every individual, corporation, or partnership required to deduct and 
withhold any tax under this section shall make return thereof on or before 
March first of each year and shall on or before June fifteenth pay the tax to 
the official of the United States Government authorized to receive it. Every 
such individual, corporation, or partnership is hereby made liable for such tax 
and is hereby indemnified against the claims and demands of any individual, 
corporation, or partnership for the amount of any payments made in accord- 
ance with the provisions of this section. 

(d) Income upon which any tax is required to be withheld at the source 
under this section shall be included in the return of the recipient of such income, 
but any amount of tax so withheld shall be credited against the amount of 
income tax as confuted in such return. 

(e) If any tax required under this section to be deducted and withheld 
is paid by the recipient of the income, it shall not be re-collected from the 
withholding agent; nor in cases in which the tax is so paid shall any penalty 
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be imposed upon or collected from the recipient of the income or the withhold- 
ing agent for failure to return or pay the same, unless such failure was 
fraudulent and for the purpose of evading payment. 

Credit for Taxes. 

Sec. 222. (a) That the tax computed under Part II of this title shall be 
credited with: 

(1) In the case of a citizen of the United States, the amount of any income, 
war-profits and excess-profits taxes paid during the taxable year to any for- 
eign country, upon income derived from sources therein, or to any possession 
of the United States; and 

(2) In the case of a resident of the United States, the amount of any 
such taxes paid during the taxable year to any possession of the United States; 
and 

(3) In the case of an alien resident of the United States who is a citizen 
or subject of a foreign country, the amoimt of any such taxes paid during 
the taxable year to such country, upon income derived from sources therein, 
if such country, in imposing such taxes, allows a similar credit to citizens of 
the United States residing in such country; and 

(4) In the case of any such individual who is a member of a partnership 
or a beneficiary of an estate or trust, his proportionate share of such taxes 
of the partnership or the estate or trust paid during the taxable year to a 
foreign coimtry or to any possession of the United States, as the case may be. 

(b) If accrued taxes when paid differ from the amounts claimed as credits 
by the taxpayer, or if any tax paid is refunded in whole or in part, the tax- 
payer shall notify the Commissioner who shall redetermine the amount of the 
tax due under Part II of this title for the year or years affected, and the amount 
of tax due upon such redetermination, if any, shall be paid by the taxpayer 
upon notice and demand by the collector, or the amount of tax overpaid 
if any, shall be credited or refunded to the taxpayer in accordance with the 
provisions of section 252. In the case of such a tax accrued but not paid, 
the Commissioner as a condition precedent to the allowance of this credit may 
require the taxpayer to give a bond with sureties satisfactory to and to be 
approved by the Commissioner in such penal sum as the Commissioner may 
require, conditioned for the payment by the taxpayer of any amount of tax 
found ^ue upon any such redetermination; and the bond herein prescribed 
shall contain such ^irther conditions as the Commissioner may require. 

(c) These credits shall be allowed only if the taxpayer furnishes evidence 
satisfactory to the Commissioner showing the amount of income derived 
from sources within such foreign country or such possession of the United 
States, and all other information necessary for the computation of such credits. 

Individual Returns. 

Sec. 223. That every individual having a net income for the taxable 
year of $1,000 or over if single or if married and not living with husband or 
\rife, or of $2,000 or over if married and living with husband or wife, shall 
make under oath a return stating specifically the items of his gross income 
and the deductions and credits allowed by this title. If a husband and wife 
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living together have an aggregate net income of $2,000 or over, each shall 
make such a return unless the income of each is included in a single joint 
return. 

If the taxpayer is unahle to make his own return, the return shall be made 
by a duly authorized agent or by the guardian or other person charged with 
the care of the person or property of such taxpayer. 

Partnership Returns. 

Sec. 224. That every partnership shall make a return for each taxable 
year, stating specifically the items of its gross income and the deductions 
allowed by this title, and shall include in the return the names and addresses 
of the indiividuals who would be entitled to share in the net income if distrib- 
uted and the amount of the distributive share of each individual. The 
return shall be sworn to by any one of the partners. 

Fiduciary Returns. 

Sec. 225. That every fiduciary (except receivers appointed by authority 
of law in possession of part only of the property of an individual) shall make 
under oath a return for the individual, estate or trust for which he acts (1) 
if the net income of such indi^/idual is $1,000 or over if single or if married 
and not living with husband or wife; or $2,000 or over if married and living 
with husband or wife, or (2) if the net income of such estate or trust is $1 ,000 
or over or if any beneficiary of such estate or trust is a nonresident alien, 
stating specifically the items of the gross income and the deductions and 
credits aUowed by this title. Under such regulations as the Commissioner 
with the approval of the Secretary may prescribe, a return made by one of 
two or more joint fiduciaries and filed in the office of the collector of the dis- 
trict where such fiduciary resides shall be a sufficient compliance with the 
above requirement. The fiduciary shall make oath that he has sufficient 
knowledge of the affairs of such individual, estate or trust to enable him to 
make the return, and that the same is, to the best of his knowledge and belief, 
true and correct. 

Fiduciaries required to make returns under this Act shall be subject to 
all the provisions of this Act which apply to individuals. 

Returns when Accounting Period Changed 

Sec. 226. That if a tcocpayer, with the approval of the Commissioner, 
changes the basis of computing net income from fiscal year to calendar year 
a separate return shall be made for the period between the close of the last 
fiscal year for which return was made and the following December 31. If 
the change is from calendar year to fiscal year, a separate return shall be 
made for the period between the close of the last calendar year for which 
return was made and the date designated as the close of the fiscal year. If 
the change is from one fiscal year to another fiscal year a separate return 
shall be made for the period between the close of the former fiscal year and 
the date designated as the close of the new fiscal year. If a tax-payer making 
his first return for income tax keeps his accounts on the basis of a fiscal year 

109 



FEDERAL INCOME TAX ACT— CORPORATIONS 



he shall make a separate return for the period between the beginning of the 
calendar year in which such fiscal year ends and the end of such fiscal year. 

In all the above cases the net income shall be computed on the basis of 
such period for which separate return is made, and the tax shall be paid 
thereon at the rate for the calendar year in which such period is included; 
and the credits provided in subdivisions (c) and (d) of section 216 shall be 
reduced respectively to amounts which bear the same ratio to the full credits 
provided in such subdivisions as the numb^ of months in such period bears 
to twdve months. 

(. Time and Place for Filing Returns. 

Sec. 227. (a) That returns shall be made on or before the fifteenth day 
of the third month following the close of the fiscal year, or, if the return is 
made on the basis of the calendar year, then the return shall be made on or 
before the fifteenth day of March. The Commissioner may grant a reason- 
able extension of time for filing returns whenever in his judgment good cause 
eidsts and shall keep a record of every such extension and the reason therefor. 
Except in case of taxpayers who are abroad, no such extension shall be for 
more than six months. 

(b) Returns shall be made to the collector for the district in which is 
located the legal residence or principal place of business of the person making 
the return, or, if he has no legal residence or principal place of business in 
the United States, then to the collector at Baltimore, Maryland. 

Understatement in Returns. 

Sec. 228. That if the collector or deputy collector has reason to believe 
that the amount of any income returned is understated, he shall give due 
notice to the taxpayer making the return to show cause why the amount of 
the return should not be increased, and upon proof of the amount under- 
stated, may increase the same accordingly. Such taxpayer may « furnish 
sworn testimony to prove any relevant facts and if dissatisfied with the led- 
sion of the collector may appeal to the Conunissioner for his decision, under 
such rules of procedure as may be prescribed by the Ck>mnus8ioner with the 
approval of the Secretary. 

Part III. — Corporations* 
Tax on Corporations. 

Sec. 230. (a) That, in lieu of the taxes imposed by section 10 of the 
Revenue Act of 1916, as amended by the Revenue Act of 1917, and by sec- 
tion 4 of the Revenue Act of 1917, there shall be levied, collected, and paid 
for each taxable year upon the net income of every corporation, a tax at the 
following rates: 

(1) For the calendar year 1918, 12 per centum of the amount of the net 
income in excess of the credits provided in section 236; and 

(2) For each calendar year thereafter, 10 per centum of such excess amount, 
(b) For the purposes of the Act approved March 21, 1918» entitled '*Ao 
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Act to provide for the operation of transportation systems while under Federal 
control, for the just compensation of tiieir owners and for other purposes/' 
five-sixths of the tax imposed by paragraph (1) of subdivision (a) and four 
fifths of the tax imposed by paragraph (2) of subdivision (a) shall be treated 
as levied by an Act in amendment of Title I of the Revenue Act of 1917. 

Conditional and Other Exemptions. 

Sec. 231 . That the following organizations shall be exempt firom taxation 
under this title — 

(1) Labor, agricultural, or horticultural organizations; 

(2) Mutual savings banks not having a capital stock represented by shares; 

(3) Fraternal beneficiary societies, orders, or associations, (a) operating 
under the lodge system or for the exclusive benefit of the members of a frater- 
nity itself operating under the lodge system, and (b) providing for the pay- 
ment of life, sick, accident, or other benefits to the members of such society, 
order, or association or their dependents; 

(4) Domestic building and loan associations and cooperative banks with- 
out capital stock organized and operated for mutual purposes! and without 
profit; 

(5) Cemetery companies owned and operated exclusively for the benefit 
of their members; 

(6) Corporations organized and operated exclusively for religious, char« 
itable, scientific, or educational purposes, or for the prevention of cruelty 
to children or animals, no part of the net earnings of which inures to the 
benefit of any private stockholder or individual; 

(7) Business leagues, chambers of commerce, or boards of trade, not 
organized for profit and no part of the net earnings of which inures to the 
benefit of any private stockholder or individual; 

(8) Civic leagues or organizations not organized for profit but operated 
exclusively for the promotion of social welfare; 

(9) Clubs organized and operated exclusively for pleasure, recreation, 
and other nonprofitable purposes, no part of the net earnings of which inures 
to the benefit of any private stockholder or member; 

(10) Farmers' or other mutual hail, cyclone, or fire insurance companies, 
mutual ditch or irrigation companies, mutual or cooperative telephone 
companies, or like organizations of a purely local character, the income of 
which consists solely of assessments, dues, and fees collected from members 
for the sole purpose of meeting expenses; } 

(11) Farmers', fruit growers', or like associations, organized and operated . 
as sales agents for the purpose of marketing the products of members and . 
turning back to them the proceeds of sales, less the necessary selling expenses 
on the basis of the quantity of produce furnished by them. ^ 

(12) Corporations organized for the exclusive purpose of holding title 
to property, collecting income therefrom, and turning over the entire amount 
thereof, less expenses, to an organization which itself is exempt from the tax 
imposed by this title; 

(13) Federal land banks and national farm-loan associations as provided 
in section 26 of the Act approved July 17, 1916, entitled "An act to provide 
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capital for agricultural development, to create standard forms of investment 
based upon farm mortgage, to equalize rates of interest upon farm loans, 
to furnish a market for United States bonds, to create Government deposita- 
ries and financial agents for the United States, and for other purposes*'; 
(14) Personal service ooiporations. 

Net Income Defined. 

Sec. 232. That in the case of a corporation subject to the tax imposed 
by section 230 the term '*net income'* means the gross income as defined in 
section 233 less the deductions allowed by section 234, and the net income 
shall be computed on the same basis as is provided in subdivision (b) of section 
212 or in section 226. 

Gross Income Defined. 

Sec. 233. (a) That in the case of a corporation subject to the tax im- 
posed by section 230 the term ''gross income" means the gross income as 
defined in section 213 except that: 

(1) In the case of life insurance companies there shall not be included 
in gross income such portion of any actual premium received from any indi- 
vidual policyholder as is paid back or credited to or treated as an abatement 
of premium of such policyholder within the taxable year. 

(2) Mutual marine insurance companies shall include in gross income the 
gross premiums collected and received by them less amounts paid for rein- 
surance. 

(b) In the case of a foreign corporation gross income includes only the 
gross income from sources within the United States, including the interest 
on bonds, notes, or other interest-bearing obligations of residents, corporate 
or otherwise, dividends from resident corporations, and including all amounts 
received (although paid under a contract for the sale of goods or otherwise) 
representing profits on the manufacture and disposition of goods within the 
United States. 

Deductions Allowed. 

Sec. 234. (a) That in computing the net income of a corporation sub* 
ject to the tax imposed by section 230 there shall be allowed as deductions: 

(1) All the ordinary and necessary expenses paid or incurred during the 
taxable year in carrying on any trade or business, including a reasonable 
allowance for salaries or other compensation for personal services actually 
rendered, and including rentals or other payments required to be made as 
a condition to the continued use or possession of property to which the cor- 
poration has not taken or is not taking title, or in which it has no equity; 

(2) All interest paid or accrued within the taxable year on its indebted- 
ness, except on indebtedness incurred or continued to purchase or carry obli- 
gations or securities (other than obhgations of the United States issued after 
September 24, 1917) the interest upon which is wholly exempt from taxation 
under this title as income to the taxpayer, or, in the case of a foreign corpora- 
tion, the proportion of such interest which the amoimtof its gross income 
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from sources vithin the United States bears to the amount of its gross income 
from all sources within and without the United States; 

(3) Taxes paid or accrued within the taxable year imposed (a) by the 
authority of the United States, except income, war-profits and excess-profits 
taxes; or (b) by the authority of any of its possessions, except the amount 
of income, war-profits and excess-profits taxes allowed as a credit under 
section 238; or (c) by the authority of any State or Territory, or any county, 
school district, municipality, or other taxing subdivision of any State or 
Territory, not including those assessed against local benefits of a kind tend- 
ing to increase the value of the property assessed; or (d) in the case of a domes- 
tic corporation, by the authority of any foreign country, except the amount 
of income, war-profits and excess-profits taxes allowed as a credit under 
section 238; or (e) in the c€ise of a foreign corporation, by the authority of 
any foreign country (except income, war-profits and excess-profits taxes, 
and taxes assessed against local benefits of a kind tending to increase the 
value of the property assessed), upon the property or business: Provided, 
That in the case of obligors specified in subdivision (b) of section 221 no de- 
duction for the payment of the tax imposed by this title or any other tax 
paid pursuant to the contract or provision referred to in that subdivision, 
shall be allowed; 

(4) Losses sustained during the taxable year and not compensated for 
by insurance or otherwise; 

(5) Debts ascertained to be worthless and charged off within the taxable 
year; 

(6) Amounts received as dividends from a corporation which is taxable 
under this title upon its net income, and amounts received as dividends from 
a personal service corporation out of earnings or profits upon which income 
tax has been imposed by Act of Congress; 

(7) A reasonable allowance for the exhaustion, wear and tear of property 
used in the trade or business, including a reasonable allowance for obsolescence; 

(8) In the case of buildings, machinery, equipment, or other facilities, 
constructed, erected, installed, or acquired, on or after April 6, 1917, for 
the production of articles contributing to the prosecution of the present war, 
and in the case of vessels constructed or acquired on. or after such date for 
the transportation of articles or men contributing to the prosecution of the 
present war, there shall be allowed a reasonable deduction for the amortiza- 
tion of such part of the cost of such facilities or vessels as has been borne by 
the taxpayer, but not again including any amount otherwise allowed imder 
this title or previous acts of Congress as a deduction in computing net income. 
At any time within three years after the termination of the present war the 
Commissioner may, and at the request of the taxpayer shall, reexamine the 
return, and if he then finds as a result of an appraisal or from other evidence 
that the deduction originally allowed was incorrect, the taxes imposed by 
this title and by Title 111 for the year or years affected shall be redetermined; 
and the amount of tax due upon such redetermination, if any, shall be paid 
upon notice and demand by the collector, or the amount of tax overpaid, 
if any, shall be credited or refunded to the taxpayer in accordance with the . 
provisions of section 252. 
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(9) In the case of mines, ofl and gas wells, oUier natural depadtSy and 
timber, a reasonable aOowanoe for depletion and for depreciation of inquove- 
ments, aooording to the peculiar conditions in each case, based upon cost 
including cost 61 development not otherwise deducted; Provided, That in 
the case of such properties acquired prior to March 1, 1913, the fair market 
value of the property (or the taxpayer's interest therein) on that date shall 
be taken In lieu of cost up to that date: Provided further. That in the case 
of mines, oil and gas wells, discovered by the taxpay^, on or after March 1, 
1913, and not acquired as the result of purchase of a proven tract or lease, 
where the fair market value of the property is materially disproportionate 
to the cost, the depletion allowance shall be based upon the fair market value 
of the property at the date of the discovery, or within thirty days thereafter; 
such reasonable allowance in all the above cases to be made under rules and 
regulations to be prescribed by the G>mnussion^ with the approval of the 
Secretary. In the case of leases the deductions allowed by thia paragraph 
shall be equitably apportioned between the lessor and lessee; 

(10) In the case of insurance companies, in addition to the above: (a) 
The net addition required by law to be made within the taxable year to re- 
serve funds (including in the case of assessment insurance companies the 
actual deposit of sums with State or Territorial officers pursuant to law as 
additions to guarantee or reserve funds); and (b) the sums other than divi- 
dends paid within the taxable year on policy and annuity contracts; 

(11) In the case of corporations issuing policies covering life, health, 
and accident insurance combined in one policy issued on the weekly premium 
payment plan continuing for life and not subject to cancellation, in addition 
to the above, such portion of the net addition (not required by law) made 
within the taxable year to reserve funds as the Commissioner finds to be 
required for the protection of the holders of such policies only; 

(12) In the case of mutual marine insurance companies, there shall be 
allowed, in addition to the deductions allowed in paragraphs (1) to (10), 
indusive, amounts repaid to policyholders on account of premiums previously 
paid by them, and interest paid upon such amounts between the ascertain* 
ment and the payment thereof; 

(13) In the case of mutual insurance companies (other than mutual life 
or mutual marine insurance companies) requiring their members to make 
premium deposits to provide for losses and expenses, there shall be aUowed, 
in addition to the deductions allowed in paragraphs (1) to (10), inclusive, 
(unless otherwise allowed under such paragraphs) the amount of premium 
deposits returned to their policyholders and the amount of premium deposits 
retained for the payment of losses, expenses, and reinsurance reserves; 

(14) (a) At the time of filing return for the taxable year 1918 a taxpayer 
may file a claim in abatement based on the fact that he has sustained a sub- 
tantial loss (whether or not actually realized by sale or other disposition) 
resulting from any material reduction (not due to temporary fluctuation) of 
the value of the inventory for such taxable year, or from the actual payment 
after the close of such taxable year of rebates in pursuance of contracts en- 
tered into during such year upon sales made during such year. In such 
case payment of the amount of the tax covered by such claim shall not be 
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required until the daim is decided, but the taxpay^ shall aooompany his 
claim with a bond in double the amount of the tax covered by the claim, with 
sureties satisfactory to the conmiissioner, conditioned for the payment of 
any part of such tax found to be due, with interest. If any part of such claim 
is disallowed then the remaind^ of the tax due shall on notice and demand 
by the collector be paid by the taxpayer with interest at the rate of 1 per cen- 
tum per month from the time the tax would have been due had no such daim 
been filed. If it is shown to the satisfaction of the Commissioner that such 
substantial loss has been sustained, then in computing the taxes imposed by 
this title and by Title III the amount of such loss shall be deducted from the 
net income, (b) If no such claim is filed, but it is shown to the satisfaction 
of the commissioner that during the taxable year 1919 the taxpayer has sus- 
tained a substantial loss of the character above described then the amount 
of such loss shall be deducted from the net income for the taxable year 1918 
and the taxes imposed by this title and by Title III for such year shall be 
redetermined accordingly. Any amount found to be due to the taxpayer 
upon the basis of such redetermination shall be credited or refunded to the 
taxpayer in accordance with the provisions of Section 252. 

(b) In the case of a fordgn corporatipn the deductions allowed in subdivi- 
sion (a), except those allowed in paragraph (2) and in dauses (a), (b), and 
(c) of paragraph (3), shall be allowed only if and to the extent tliat they are 
connected witb income arising from a source within the United States and 
the proper apportionment and allocation of the deductions with respect to 
sources of income within and without the United States shall be determined 
under rules and regulations prescribed by the Commisdoner with the approval 
of the Secretary. 

Items not Deductible. 

Sec. 235. That in computing net income no deduction shall in any case 
be allowed in respect of any of the items specified in section 215. 

Credits Allowed. 

Sec. 236. That for the purpose only of the tax imposed by section 230 
there shall be allowed the following credits: 

(a) The amount received as interest upon obligations of the United States 
and bonds issued by the War Finance Corporation, which is induded in gross 
income under section 233; 

(b) The amount of any taxes imposed by Title III for the same taxable 
year: Provided, That in the case of a corporation which makes return for 
a fiscal year beginning in 1917 and ending in 1918, in computing the tax as 
provided in subdivision (a) of section 205, the tax computed for the entire 
period und^ Title II of the Revenue Act of 1917 shall be credited against 
the net income computed for the entire period under Title I of the Revenue 
Act of 1916 as amended by the Revenue Act of 1917 and under Title I of 
the Revenue Act of 1917, and the tax computed for the entire period under 
Title III of this act at the rates prescribed for the cal^idar year 1918 shall 
be credited against the net income computed for the entire period under 
this title; and 

(c) In the case of a domestic corporation, $2,000. 
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Pajgrnent of Tax at Source. 

Seo. 237. That in the case of foreign corporations subject to taxatkm 
tinder this title not engaged in trade or business within the United States 
and not havhig any oiBoe or place of business therdn, there shall be deducted 
and withheld at the source in the same manner and upon the same items of 
i noome as is provided in section 221 a tax equal to 10 per centum thereoi^ and 
Miich tax shall be returned and paid in the same manner and subject to the 
Hame conditions as provided in that section: Provided, That in the case of 
interest described in subdivision (b) of that section the deduction and with- 
holding shall be at the rate of 2 per centum. 

Credit for Taxes. 

See. 238 (a) . That in the case of a domestic oorporalion the total taxes 
imposed for the taxable year by this title and by Title III shall be credited 
with the amount of any income, war-profits and excess-profits taxes paid 
(luring the taxable year to any foreign country, upon income derived from 
Mources therein, or to any possession of the United States. 

If accrued taxes when paid differ from the amounts claimed as credits 
by the corporation, or if any tax paid is refunded in whole or in part, the 
corporation shall at once noUfy the commissions who shall redetermine the 
amount of the taxes due under this title and under Title III for the year or 
years affected, and the amount of taxes due upon such redetermination, if 
any, shall be paid by the corporation upon notice and demand by the col- 
lector, or the amount of taxes overpaid, if any, shall be credited or refunded 
to the corporation in accordance with tlie provisions of Section 252. In the 
case of such a tax accrued but not paid, the conunissioner as a condition prec- 
edent to the allowance of this credit may require the corporation to give 
a bond with sureties satisfactory to and to be approved by him in such penal 
sum as he may require, conditioned for the payment by the taxpayer of any 
amoimt of taxes found due upon any such redeterminations; and the bond 
iierein prescribed shall contain such further conditions as the commissioner 
may require. 

(b) This credit shall be allowed only if the taxpayer furnishes evidence 
satisfactory to the Commissioner showing the amount of income derived 
from sources within such foreign country or such possession of the United 
States,' as the case may be, and all other information necessary for the com- 
putation of such credit. 

(c) If a domestic corporation makes a return for a fiscal year beginning 
in 1917 and ending in 1918, only that proportion of this credit ^lall be allowed 
which the part of such period within the calendar year 1918 bears to the entire 
period. 

Corporation Returns. 

Sec. 239. That every corporation subject to taxation under this title 
and every personal service corporation shall make a return, stating specifi- 
cally the items of its gross income and the deductions and credits allowed 
by this title. The return shall be sworn to by the president, vice president, 
or other prindpal officer and by the treasurer or assistant treasurer. If 
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any foreign corporation has no office or place of business in the United States 
but has an agent in the United States, Uie return shall be made by the agent. 
In cases where receivers, trustees in bankruptcy, or assignees are operating 
the property or business of corporations, such receivers, trustees, or assignees 
shall make returns for such corporations in the same manner and form as 
corporations are required to make returns. Any tax due on the basis of such 
returns made by receivers, trustees, or assignees shall be collected in the 
same manner as if collected from the corporations of whose business or prop- 
erty they have custody and opntrol. 

Returns made under this section shall be subject to the provisions of 
sections 226 and 228. 

When return is made under section 226 the credit provided in subdivision 
(c) of section 236 shall be reduced to an amount which bears the same ratio 
to the full credit therein provided as the number of months in the period for 
which such return is made bears to twelve months. 

Consolidated Returns. 

Sec. 240. (a) That corporations which are affiliated within the meaning 
of this section shall, under regulations to be prescribed by the Gonmoissioner 
with the approval of the Secretary, make a consolidated return of net income 
and invested capital for the purposes of this title and Title III, and the taxes 
thereunder shall be computed and determined upon the basis of such return: 
Provided, that there shall be taken out of such consolidated net income and 
invested capital, the net income and invested capital of any such affiliated 
corporation organized after August 1, 1914, and not successor to a then exist- 
ing business, 50 per centum or more of whose gross income consists of gains, 
profits, conunissions, or other income, derived from a government contract 
or contracts made between April 6, 1917, and November 11, 1918, both 
dates inclusive. In such case the corporation so taken out shedl be separately 
assessed on the basis of its own invested capital and net income and the re- 
mainder of such affiliated group shall be assessed on the basis of the remaining 
consolidated invested capital and net income. 

In any case in which a tax is assessed upon the basis of a consolidated 
return, the total tax shall be computed in the first instance as a unit and shall 
then be assessed upon the respective eiffiliated corporations in such propor- 
tions as may be agreed upon among them, or, in the absence of any such 
agreement, then on the basis of the net income properly assignable to each. 
There shall be allowed in computing the income tax only one specific credit 
of $2,000 (as provided in section 236); in computing the war-profits credit 
{aa provided in section 311) only one specific exemption of $3,000; and in 
computing the excess-profits credit (as provided in sec^tion 312) only one 
specific exemption of $3,000. 

(b) For the purpose of this section two or more domestic corporations 
shall be deemed to be affiUated. 

(1) If one corporation owns directly or controls through dosiely affiliated 
interests or by a nominee or nominees substantially cdl the stock of the other 
or others, or (2) if substantially all the stock of two or more corporations is 
owned or controlled by the same interestA. 
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(c) For the purposes of Section 238 a domestic corporation wUch owns 
a majority of the voting stock of a foreign corporation shall be deemed to 
have paid the same proportion of any income, war-profits, and excessp-profits 
taxes paid (but not including taxes accrued) by such foreign corporation 
during the taxable year to any foreign country or to any possession of the 
United States upon income derived from sources without the United States, 
which the amount of any dividends (not deductible under Section 234) re- 
ceived by such domestic corporation from such foreign corporation during 
the taxable year bears to the total taxable income of such foreign corporation 
upon or with respect to which such taxes were paid: Provided, that in no 
such case shall the amount of the credit for such taxes exceed the amount 
of such dividends (not deductible under Section 234) received by such domestic 
corporation diuing the taxable year. 

Time and Place for Filing Returns. 

Sec. 241. (a) That returns of corporations shall be made at the same 
time as is provided in subdivision (a) of section 227. 

(b) Returns shall be made to the collector of the district in whidi is located 
the principal place of business or principal office or agency of the corporation, 
or, if it has no principal place of business or principal office or agency in the 
United States, then to the collector at Baltimore, Maryland. 



Part IV. — ^Administratiye Provisions. 
Payment of Taxes. 

Sec. 250. (a) That except as otherwise provided in this section and 
sections 221 and 237 the tax shaU be paid in four installments, each consist- 
ing of one-fourth of the total amount of the tax. The first installment shall 
be paid at the time fixed by law for filing the return, and the second install- 
ment shall be paid on the fifteenth day of the third month, the third install- 
ment on the fifteenth day of the sixth month, and the fourth installment 
on the fifteenth day of the ninth month, after the time fixed by law for filing 
the return. Where an extension of time for filing a return is granted the 
time for payment of the first installment shall be postponed until the date of 
the expiration of the period of the extension, but the time for payment of 
the other installments shall not be postponed unless the Conmussioner so 
provides in granting the extension. In any case in which the time for the 
payment of any installment is at the request of the taxpayer thus postponed, 
there shall be added as part of such installment interest thereon at the rate 
of 1-2 of 1 per centum per month from the time it would have been due if 
no extension had been granted, until paid. If any installment is not paid 
when due, the whole amount of the tax unpaid shall become due and pa^^le 
upon notice and demand by the collector. 

The tax may at the option of the taxpayer be paid in a single payment 
instead of in installments, in which case the total amount shall be paid on 
or before the time fixed by law for filing the return, or, where an extension 
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of time for filing the return has l)een granted, on or before the expiration of 
the period of such esctension. 

(b) As soon as practicable after the return is filed, the Conunissioner 
shall examine it. If it then appears that the correct amount of the tax is 
greater or less than that shown in the return, the installments shall be re- 
computed. If the amount already paid exceeds that which should have 
been paid on the basis of the installments as recomputed, the excess so paid 
shall be credited against the subsequent installments; and if the amount 
already paid exceeds the correct amount of the tax, the excess shall be credited 
or refunded to the taxpayer in accordance with the provisions of section 252. 

If the amount already paid is less than that whidi should have been paid, 
the difference shall, to the extent not covered by any credits then due to the 
taxpayer under section 252, be paid upon notice and demand by the ooUeetor. 
In such case if the return is made in good faith and the understatement of the 
amount in the return is not due to any fault of the taxpayer, there shall be 
no penalty because of such understatement. If the understatement is due 
to negligence on the part of the taxpayer, but without intent to defraud, 
there shall be added as part of the tax 5 per centum of the total amount of 
the deficiency, plus interest at the rate of 1 per centum per month on the 
amount of the deficiency of each installment from the time the installment 
was due. 

If the understatement is false or fraudulent with intent to evade the tax, 
then, in lieu of the penalty provided by section 3176 of the Revised Statutes, 
as amended, for false or fraudulent returns willfully made, but in addition 
to other penalties provided by law for false or fraudulent returns, there shall 
be added as part of the tax 50 per centum of the amount of the deficiency. 

(c) If the return is made pursuant to section 3176 of the Revised Statutes 
as amended, the amount of tax determined to be due under such return shall 
be paid upon notice and demand by the ooUeetor. 

(d) Except in the case of false or fraudulent returns with intent to evade 
the tax, the amount of tax due under any return shall be determined and 
assessed by the Comnussioner within five years after the return was due or 
was made, and no suit or proceeding for the collection of any tax shall be 
begun after the expiration of five years after the date when the return was 
due or was made. In the case of such false or fraudulent returns, the amount 
of tax due may be determined at any time after the return is filed, and the 
tax may be collected at any time after it becomes due. 

(e) If any tax remains unpaid after the date when it is due, and for ten 
days after notice and demand by the collector, then, except in the case of 
estates of insane, deceased, or insolvent persons, there shall be added as 
part of the tax the sum of 5 per centum on the amount due but unpaid, plus 
interest at the rate of 1 per centum per month upon such amount from the 
time it became due: Provided, That as to any such amount which is the 
subject of a bona fide daim for abatement sudi sum of 5 per centum shall 
not be added and the interest from the time the amount was due until the 
claim is decided shall be at the rate of 1-2 of 1 per centum per month. 

In the case of the first installment provided for in subdivision (a) the 
instructions printed on the return shall be deemed suflBdent notice of the 
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date when the tax is due and suffident demand, and the taxpayer's computa- 
tion of the tax on the return shall be deemed sufficient notice of the amount 
due. 

(f) In any case in which in order to enforce payment of a tax it is neces- 
sary for a collector to cause a warrant of distraint to be served, there shall 
also be added as part of the tax the sum of $5. 

(g) If the Commissioner finds that a taxpayer designs quickly to depart 
from the United States or to remove his property therefrom, or to conceal 
himself or his property therein, or to do any other act tending to prejudice 
or to render wholly or partly ineffectual proceedings to collect the tax for 
the taxable year then last past or the taxable year then current unless such 
proceedings be brought without delay, the Commissioner shall declare the 
taxable period for such taxpayer terminated at the end of the calendar month 
theaa last past and shall cause notice of such fijiding and declaration to be 
given the taxpayer, together with a demand for immediate payment of the 
tax for the taxable period so declared terminated and of the tax for the pre- 
ceding taxable year or so much of said tax as is unpaid, whether or not the 
time otherwise allowed by law for filing return and paying the tax has expired; 
and such taxes shall thereupon become immediately due and payable. In 
any action or suit brought to enforce payment of taxes made due and payable 
by virtue of the provisions of this subdivision the finding of the Commis- 
sioner, made as herein provided, whether made after notice to the taxpayer 
or not, shall be for all purposes presumptive evidence of the taxpayer's de- 
sign. A taxpayer who is not in default in making any return or paying in- 
come, war-profits, or excess-profits tax under any Act of Congress may 
furnish to the United States, under regulations to be prescribed by the Com- 
missioner with the approval of the Secretary, security approved by the Com- 
missioner that he will duly make the return next thereafter required to be 
filed and pay the tax next thereafter required to be paid. The Commissioner 
may approve and accept in like manner security for return and payment 
of taxes made due and payable by virtue of the provisions of this subdivision, 
provided the taxpayer has paid in full all other income, war-profits, or excess- 
profits taxes due from him under any Act of Congress. If security is approved 
and accepted pursuant to the provisions of this subdivision and such further 
or other security with respect to the tax or taxes covered thereby is given as 
the Commissioner shall from time to time find necessary and require, payment 
of such taxes shall not be enforced by any proceedings under the provisions 
of this subdivision prior to the expiration of the time otherwise allowed for 
paying such respective taxes. 

Receipts for Taxes. 

Sec. 251. That every collector to whom any payment of any tax is made 
under the provisions of this title shall upon request give to the person mak- 
ing such payment a full written or printed receipt, stating the amount paid 
and the particular account for which such payment was made; and when- 
ever any debtor pays taxes on account of payments made or to be made by 
him to separate creditors the collector shall, if requested by such debtor, 
give a separate receipt for the tax paid on account of each creditor in such 
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form that the debtor can conveniently produce such receipts separately to 
his several creditors in satisfaction of their respective demands up to the 
amounts stated in the receipts; and such receipt shall be sufiBdent evidence 
in favor of such debtor to justify him in withholding from his next payment 
to his creditor the amount therein stated; but the creditor may, upon giving 
to his debtor a full written receipt acknowledging the payment to him of 
any sum actually paid and accepting the amount of tax paid as aforesaid 
(specifying the same) as a further satisfaction of the debt to that amount, 
require the surrender to him of such collector's receipt. 

Refunds. 

Sec. 252. That if, upon examination of any return of income made pur- 
suant to this Act, the Act of August 5, 1909, entitled "An Act to provide 
revenue, equalize duties, and encourage the industries of the United States, 
and for other purposes,'* the Act of October 3, 1913, entitled "An Act to 
reduce tariff duties and to provide revenue for the Government, and for other 
purposes,** the Revenue Act of 1916, as amended, or the Revenue Act of 
1917, it appears that an amount of income, war-profits or excess-profits tax 
has been paid in excess of that properly due, then, notwithstanding the pro- 
visions of section 3228 of the Revised Statutes, the amount of the excess 
shall be credited against any income, war-profits or excess-profits taxes, or 
installment thereof, then due from the taxpayer under any other return, 
and any balance of such excess shall be imm^ately refunded to the tax- 
payer: Provided, That no such credit or refund shall be allowed or made 
after five years from the date when the return was due, unless before the 
expiration of such five years a claim therefor is filed by the taxpayer. 

Penalties. 

Sec. 253. That any individual, corporation, or partnership required 
under this title to pay or collect any tax, to make a return or to supply infor- 
mation, who fails to pay or collect such tax, to make such return, or to supply 
such information at the time or times required under this title, shall be liable 
to a penalty of not more than $1,000. Any individual, corporation, or part- 
nership, or any officer or employee of any corporation or member or employee 
of a partnership, who willfully refuses to pay or collect such tax, to make 
such return, or to supply such information at the time or times required under 
this title, or who willfully attempts in any manner to defeat or evade the tax 
imposed by this title, shall be guilty of a misdemeanor and shall be fined 
not more than $10,000 or imprisoned for not more than one year, or both, 
together wiitx the costs of prosecution. 

Returns of Payments of Dividends. 

Sec. 254. That every corporation subject to the tax imposed by this 
title and every personal service corporation shall, when required by the Com- 
missioner, render a correct return duly verified under oath, of its payments 
of dividends, stating the name and address of each stockholder, the number 
of shares owned by him, and the amount of dividends paid to him. 
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Returns of Brokers. 

Sec. 255. That every individual, corporation, or partnership doing busi- 
ness as a broker shall, when required by the Conunissioner, render a correct 
return duly verified under oath, under such rules and regulations as the Com- 
nussioner, with the approval of the Secretary, may prescribe, showing the 
names of customers for whom such individual, corporation, or partn^ship 
has transacted any business, with such details as to the profits, losses, or other 
information which the Commissioner may require, as to each of such custo- 
mers, as will enable the Commissioner to determine whether all income tax 
due on profits or gains of such customers has been paid. 

Information at Source. 

Sec. 256. That all individuals, corporations, and partnerships, in what- 
ever capacity acting, including lessees or mortgagors of real or personal pro- 
perty, fiduciaries and employers, making payment to another individual, 
corporation, or partnership, of interest, rent, salaries, wages, premiums, 
annuities, compensations, remunerations, emoluments, or other fixed, or 
determinable gains, profits, and income (other than payments described 
in sections 254 and 255), of $1,000 or more in any taxable year, or, in the 
case of such payments made by the United States, the officers or employees 
of the United States having information as to such payments and required 
to make returns in regard thereto by the regulations herdnafter provided 
for, shall render a true and accurate return to the ConmiissionOT, under such 
regulations and in such form and manner and to such extent as may be pre- 
scribed by him with the approval of the Secretary, setting forth the amount 
of such gains, profits, and income, and the name and address of the redpient 
of such paymoit. 

Such returns may be required, regardless of amounts, (1) in the case of 
payments of interest upon bonds, mortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of items (not 
payable in the United States) of interest upon the bonds of foreign countries 
and interest upon the bonds of and dividends from foreign corporations by 
individuals, corporations, or partnerships, undertaking as a matter of busi- 
ness or for profit the collection of foreign payments of such interest or dividends 
by means of coupons, checks, or bills of exchange. 

When necessary to make effective the provisions of this section the name 
and address of the recipient of income shall be furnished upon demand of the 
individual, corporation, or partnership paying the income. 

The provisions of this section shall apply to the calendar year 1918 and 
each calendar year thereafter, but shall not apply to the payment of interest 
on obligations of the United States. 

Returns to Be Public Record. 

Sec. 257. That returns upon which the tax has been determined by the 
Commissioner shall constitute public records; but they shall be open to 
inspection only upon order of the President and under rules and regulations 
prescribed by the Secretary and approved by the President: Provided, That 
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the proper officers of any State imposing an income tax may, upon the re- 
quest of the governor thereof, have access to the returns of any corporation, 
(»r to an abstract thereof showing the name and income of the corporation, 
at such times and in such manner as the Secretary may prescribe: Provided 
further, That all bona fide stockholders of record owning 1 per centum or 
more of the outstanding stock of any corporation shall, upon making request 
of the Commissioner, be allowed to examine the annual income returns of 
such corporation and of its subsidiaries. Any stockholder who pursuant to 
the provisions of this section is allowed to examine the return of any corpora- 
tion, and who makes known in any manner whatever not provided by law 
the amount or source of income, profits, losses, expenditures, or any parti- 
cular thereof, set forth or disclosed in any such return, shall be guilty of a 
misdemeanor and be punished by a fine not exceeding |1,000, or by imprison- 
ment not exceeding one year, or both. 

The Commissioner shall as soon as practicable in each year cause to be 
prepared and made available to public inspection in such manner as he may 
determine in the office of the collector in each internal revenue district and 
in such other places as he may determine, lists containing the names and the 
post-office addresses of all individuals making income-tax retunis in such 
district. 

Publication of Statistics 

Sec. 258. That the Commissioner, with the approval of the Secretary, 
shall prepare and publish annually statistics reasonably available with re- 
spect to the operation of the income, war-profits and excess-profits tax laws, 
including dassifications of taxpayers and of income, the amounts allowed 
as deductions, exemptions, and credits, and any other facts deemed pertinent 
and valuable. 

Collection of Foreign Items. 

Sec. 259. That all individuals, corporations, or partnerships undertaking 
as a matter of business or for profit the collection of foreign payments of 
interest or dividends by means of coupons, checks, or bills of exchange shall 
obtain a license from the Commissioner and shall be subject to such regula- 
tions enabling the Government to obtain the information required under 
this title as the Commissioner, with the approval of the Secretary, shall 
prescribe; and whoever knowingly undertakes to collect such payments 
without having obtained a license therefor, or without complying witii such 
regulations, shall be guilty of a misdemeanor and shall be fined not more 
than 15,000, or imprisoned for not more than one year, or both. 

Citizens of United States Possessions. 

Sec. 2dO. That any individual who is a citizen of any possession of the 
United States (but not otherwise a citizen of the United States) and who 
is not a resident of the United States, shall be subject to taxation under this 
title only as to income derived from sources within the United States, and in 
such case the tax shall be computed and paid in the same manner and sub- 
ject to the same conditions as in the case of other persons who are taxable 
only as to income derived from such sources. 
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Porto Rico and Philippine Islands. 

Sec. 261. That in Porto Rico and the Phifippine Islands the income tax 
shall be levied, assessed, collected, and paid in accordance with the provi- 
sions of the Revenue Act of 1916 as amended. 

Returns shall be made and taxes shall be paid under Title I of such Act 
in Porto Rico or the Philippine Islands, as the case may be, by (1) every 
individual who is a citizen or resident of Porto Rico or the Philippine Islands 
or derives income from sources therein, and (2) every corporation created or 
organized in Porto Rico or the Philippine Islands or deriving income from 
sources therein. An individual who is neither a citizen nor a resident of 
Porto Rico or the Philippine Islands, but derives income from sources therein, 
shall be taxed in Porto Rico or the Philippine Islands as a nonresident alien 
individual, and a corporation created or organized outside Porto Rico or 
the Philippine Islands and deriving income from sources therein shall be taxed 
in Porto Rico or the Philippine Islands as a foreign corporation. For the 
purposes of Section 216 and of paragraph (6) of subdivision (a) of Section 
234 a tax imposed in Porto Rico or the Philippine Islands upon the net income 
of a corporation shall not be deemed to be a tax under this title. 

The Porto Rican or Philippine Legislature shall have power by due en* 
actment to amend, alter, modify, or repeal the income tax laws in force in 
Porto Rico OT the Philippine Islands, respectively. 
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TITLE III.— WAR-PROFITS AND EXCESS-PROFITS 

TAX 

Part I. — General Definitions. 

Sec. 300. That when used in this title the terms "taxable year," "fiscal 
year," "personal service corporation," "paid or accrued," and "dividends" 
shall have the same meaning as provided for the purposes of income tax in 
sections 200 and 201. The first taxable year for the purposes of this title 
shall be the same as the first taxable year for the purposes of the income tax 
under Title II. 

Part II. — Imposition of Tax. 

Sec. 301. (a) That in lieu of the tax imposed by Title II of the Revenue 
Act of 1917, but in addition to the other taxes imposed by this Act, there 
shall be levied, collected, and paid for the taxable year 1918 upon the net 
income of every corporation a tax equal to the sum of the following: 

First Bracket. 

30 per centum of the amount of the net income in excess of the excess- 
profits credit (determined under section 312) and not in excess of 20 per 
centum of the invested capital; 

Second Bracket. 

65 per centum of the amount of the net income in excess of 20 per centum 
of the invested capital . 

Third Bracket. 

The sum, if any, b^ which 80 per centum of the amount of the net in- 
come in excess of the war-profits credit (determined under section 311) ex- 
ceeds the amount of the tax computed under the first and second bradeets. 

(b) For the taxable year 1919 and each taxable year thereafter there 
shall be levied, collected, and paid upon the net income of every corporation 
(except corporations taxable under subdivision (c) of this section) a tax 
equal to the sum of the following: 

First Bracket. 

20 per centum of the amount of the net income in excess of the excess- 
profits credit (determined under section 312) and not in excess of 20 per cen- 
tum of the invested capital; 

Second Bracket. 

40 per centum of the amount of the net income in excess of 20 per centum 
of the invested capital. 
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(c) For the taxable year 1919 and each taxable year thereafter there shall 
be levied, collected, and paid upon the net income of every corporation which 
derives in such year a net income of more than $10,000 from any government 
contract or contracts made between April 6, 1917, and November 11, 1918, 
both dates inclusive, a tax equal to the sum of the following: 

(1) Such a portion of a tax computed at the rates specified in subdivision 

(a) as the part of the net income attributable to such govemmoit contract 
or contracts bears to the entire net income. In computing such tax the 
excess-profits credit and the war-profits credit applicable to the taxable year 
shall be used; 

(2) Such a portion of a tax computed at the rates specified in subdivision 

(b) as the part of the net income not attributable to such government contract 
or contracts bears to the entire net income. 

For the purpose of determining the part of the net income attributable 
to such government contract or contracts, the proper apportionment and 
allocation of the deductions with respect to gross income derived from such 
government contract or contracts and from other sources, respectively, 
shall be determined under rules and regulations prescribed by the commis- 
sioner with the approval of the secretary. 

(d) In any case where the full amount of the excess-profits credit is not 
allowed under the first bracket of subdivision (a) or (b), by reason of the 
fact that such credit is in excess of 20 per centum of the invested capital, 
the part not so allowed shall be deducted from the amount in the second 
bradLet. 

(e) For the purposes of the Act approved March 21, 1918, entitled *'An 
Act to provide for the operation of transportation systems while under Fede- 
ral control, for the just compensation of their ovmers and for other purposes," 
the tax imposed by this title shall be treated as levied by an Act in amendment 
of Title II of the Revenue Act of 1917. 

Sec. 302. That the tax imposed by subdivision (a) of section 301 shall 
in no case be more than 30 per centum of the amount of the net income in 
excess of $3,000 and not in excess of $20,000, plus 80 per centum of the 
amount of the net income in excess of $20,000; the tax imposed by subdivi- 
sion (b) of section 301 shall in no case be more than 20 per centum of the 
amount of the net income in excess of $3,000 and not in excess of $20,000, 
plus 40 per centum of the amoimt of the net income in excess of $20,000, 
and the above limitations shall apply to the taxes computed under sub- 
divisions (a) and (b) of section 301, respectively, when used in subdivision 

(c) of that section. Nothing in this section shall be construed in such 
manner as to increase the tax imposed by section 301. 

Sec. 303. That if part of the net income of a corporation is derived (1) 
from a trade or business (or a branch of a trade or business) in which the ^ 
employment of capital is necessary, and (2) a part (constituting not less 
than 30 per cmtum of its total net income) is derived from a separate trade 
or business (or a distinctly separate branch of the trade or business) which 
if constituting the sole trade or business would bring it within the dass of 
''personal service corporations,** then (under regulations prescribed by the 
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part of such net income shall be separately computed (allowing in such com- 
putation only the same proportionate part of liie credits authorized in sec- 
tions 311 and 312), and the tax upon the second part shall be the same per- 
centage thereof as the tax so computed upon the first part is of such first 
part: Provided, That the tax upon such second part shall in no case be less 
than 20 per centum thereof, unless the tax upon the entire net income, if 
computed without benefit of this section, would constitute less than 20 per 
centum of such entire net income, in which eveaat the tax shall be determined 
upon the entire net income, without reference to this section, as other taxes 
are determined under this tide. The total tax computed under this section 
shall be subject to the limitations provided in section 302. 

Sec. 304. (a) That the corporations enumerated in section 231 shall, 
to the extent that they are exempt from income tax under Title II, be exempt 
from taxation under this title. 

(b) Any corporation whose net income for the taxable year is less than 
$3,000 shall be exempt from taxation under this title. 

(c) In the case of any corporation engaged in the mining of gold, the 
portion of the net income derived from the mining of gold shall be exempt 
from the tax imposed by this title, and the tax on the remaining portion of 
the net income shall be the proportion of a tax computed without Uie benefit 
of this subdivision wliich such remaining portion of the net income bears to 
the entire net income. 

Sec. 305. That if a tax is computed under this title for a period of less 
than twelve months, the specific exemption of $3,000, wherever referred 
to in this title, shall be reduced to an amount which is the same proportion 
of $3,000 as the number of months in the period is of twelve months. 
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Sec. 310. That as used in this title the term "prewar period*' means 
the calendar years 1911, 1912, and 1913, or, if a corporation was not in exist- 
ence during the whole of such period, then as many of such years during 
the whole of which the corporation was in existence. 

Sec. 311. (a) That the war-profits credit shall consist of the sum of: 
(1) A specific exemption of $3,000; and 

(2) An amount equal to the average net income of the corporation for 
the prewar period, plus or minus, as the case may be, 10 per centum of the 
difference between the average invested capital for the prewar period and the 
invested capital for the taxable year. If the tax is computed for a period 
of less than twelve months such amount shall be reduced to the same pro- 
portion thereof as the number of months in the period is of twelve months. 
I (b) If the corporation had no net income for the prewar period, or if the 
amount computed under paragraph (2) of subdivision (a) is less than 10 per 
centum of its invested capital for the taxable year, then the war-profits credit 
shall be the sum of: 
{ (1) A specific exemption of $3,000; and 

(2) An amount equal to 10 per centum of the invested capital for the 
taxable year. 
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(c) If the corporatioii was not in existence during the whole of at least 
one calendar year during the prewar period, then, except as provided in 
subdivision (d) , the war-profits credit shall be the sum of: 

(1) A specific exemption of $3,000; and 

(2) An amount equal to the same percentage of the invested capital of 
the taxpayer for the taxable year as the average percentage of net income 
to invested capital, for the prewar period, of corporations engaged in a trade 
or business of the same general class as that conducted by the taxpayer; 
but such amount shall in no case be less than 10 per centum of the invested 
capital of the taxpayer for the taxable year. Such average percentage shall 
be determined by the Commissioner on the basis of data contained in returns 
made under Title II of the Revenue Act of 1917, and the average known as 
the median shall be used. If such average percentage has not been deter- 
mined and published at least 30 days prior to the time when the return of 
the taxpayer is due, then for the purposes of such return 10 per centum shall 
be used in lieu thereof; but such average percentage when determined shall 
be used for the purposes of section 250 in determining the correct amount 
of the tax. 

(d) The War-profits credit shall be determined in the manner provided 
in subdivision (b) instead of in the manner provided in subdivision (c), in 
the case of any corporation which was not in existence during the whole of 
at least one calendar year during the prewar period, if (1) a majority of its 
stock at any time during the taxable year is owned or controlled, directly or 
indirectly, by a corporation which was in existence during the whole of at 
least one calendar year during the prewar period, or if (2) 50 per centum or 
more of its gross income (as computed under section 233 for income tax pur- 
poses) consists of gains, profits, commissions, or other income, derived from 
a government contract or contracts made between April 6, 1917, and Novem- 
ber 11, 1918, both dates inclusive. 

(e) A fordgn corporation shall not be entitled to a specific exemption 
of $3,000. 

Sec. 312. That the excess-profits credit shall consist of a specific exemp- 
tion of $3,000 plus an amount equal to 8 per centum of the invested capital 
for the taxable year. 

A foreign corporation shall not be entitled to the specific exemption of 
$3,000. 

Part IV. — Net Income • 

Sec. 320. (a) That for t|ie purpose of this title the net income of a cor- 
poration shall be ascertedned and returned — 

(1) For the calendar years 1911 and 1912 upon the same basis and in the 
.same manner as provided in section 38 of the Act entitled "An Act to pro- 
vide revenue, equalize duties, and encourage the industries of the United 
States, and for other purposes," approved August 5, 1909, except that taxes 
imposed by such section and paid by the corporation within the year shall 
be included: 

(2) For the calendar year 1913 upon the same basis and in the same man- 
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ner as provided in Section II of the Act entitled "An Act to reduce tariff 
duties and to provide revenue for the Government, and for other purposes,'* 
approved October 3, 1913, except that taxes imposed by section 38 of such 
Act of August 5, 1909, and paid by the corporation within the year shall be 
included, and except that the amounts received by it as dividends upon the 
stock or from the net earnings of other corporations subject to the tax imposed 
by Section II of such Act of October 3, 1913, shall be deducted; and 

(3) For the taxable year upon the same basis and in the same manner 
as provided for income tax purposes in Title II of this Act. 

(b) The average net income for the prewar period shall be determined 
by dividing the number of years within that period during the whole of which 
the corporation was in existence into the sum of the net income for such years, 
even though there may have been no net income for one or more of such years. 

Part V. — Invested Capital 

Sec. 325. (a) That as used in this title — 

The term "intangible property*' means patents, copyrights, secret pro- 
cesses and formulae, good will, trade-marks, trade-brands, franchises, and 
other like property; 

The term "tangible property" means stocks, bonds, notes, and other 
evidences of indebtedness, bills and accounts receivable, leaseholds, and other 
property other than intangible property; 

The term ''borrowed capital" means money or other property borrowed, 
whether represented by bonds, notes, open accounts, or otherwise; 

The term ''inadmissible assets" means stocks, bonds, and other obliga- 
tions (other than obligations of the United States), the dividends or interest 
from which is not included in computing net income, but where the income 
derived from such assets consists in part of gain or profit derived from the 
sale, or other disposition thereof, or where all or part of the interest derived 
from such assets is in effect included in the net income because of the limita- 
tion on the deduction of interest under paragraph (2) of subdivision (a) of 
section 234 > a corresponding part of the capital invested in such assets shall 
not be deemed to be inadmissible assets; 

The term "admissible assets" means all assets other than madmissible 
assets, valued in accordance with the provisions of subdivision (a) of section 
326, section 330, and section 331. 

(b) For the purposes of this title, the par value of stock or shares shall, 
in the case of stock or shares issued at a nominal value or having no par v^ue, 
be deemed to be the fair market value as of the date or dates of issue of suclr 
stock or shares. 

Sec. 326. (a) That as used in this title the term "invested capital" for 
any year means (except as provided in subdivisions (b) and (c) of this section): 

(1) Actual cash bona fide paid in for stock or shares; 

(2) Actual cash value of tangible property, other than cash, bona fide 
paiii in for stock or shares, at the time of such payment, but in no case to 
exceed the par value of the original stock or shares specifically issued therefor, 
unless the actual cash value of such tangible property at the time paid in 
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is shown to the satisfaction of the Conunissioner to have been clearly and 
substantially in excess of such par value, in which case such excess shall be 
tieated as paid-in surplus: Provided, that the Gommissiontf shall keep a 
record of all cases in which tangible property is included in invested capital 
at a value in excess of the stock or shares issued theref(xr, containing the 
Bame and address of each taxpayer, the business in which engaged, the 
amount of invested capital and net income shown by the return, the value of 
the tangible property at the time paid in, the par value of the stock or shares 
specifically issued therefor, and the amount included under this paragraph 
as paid-in surplus. The Commissioner shall furnish a copy of such record 
and other detailed information with respect to such cases when required by 
NBcdution of either House of Congress, without regard to the restrictions 
contained in Section 257; 

(3) Paid-in or earned surplus and undivided profits; not including sur- 
plus and undivided profits earned during the year; 

(4) Intangible property bona fide paid in for stock or shares prior to 
March 3, 1917, in an amount not exceeding (a) the actual cash value of such 
property at the time paid in, (b) the par value of the stock or shares issued 
therefor, or (c) in the aggregate 25 per centum of the par value of the total 
stock or shares of the corporation outstanding on March 3, 1917, whichever 
is lowest; 

' (5) Intangible property bona fide paid in for stock or shares on or after 
March 3, 1917, in an amount not exceeding (a) the actual cash value of such 
property at the time paid in, (b) the par value of the stock or shares issued 
therefor, or (c) in the aggregate 25 per centum of the par value of the total 
slo(^ or shares of the corporation outstanding at the beginning of the taxable 
year, whichever is lowest: Provided, that in no case shall the total amount 
induded under paragraphs (4) and (5) exceed in the aggregate 25 per centum 
of the par value of the total stock or shares of the corporation outstanding 
at the beginning of the taxable year; but 

(b) As used in this title the term "invested capital** does not include 
borrowed capital. 

^«k» (c) There shall be deducted from invested capital as above defined a 
percentage thereof equal to the percentage which the amount of inadmissible 
assets is of the amount of admissible and inadmissible assets held during the 
taxable year. 

(d) The invested cajntal for any period shall be the average invested 
capital for such period, but in the case of a corporation making a return for 
a fractional part of a year, it shall (except for the purpose of paragraph (2) 
of subdivision (a) of section 311) be the same fractional part of such av^age 
invested capital. 

The average invested capital for the prewar period shall be determined 
by dividing the number of years within that period during the whole of which 
the corporation was in existence into the sum of the average invested capital 
inr such years. 

^ Sec. 327. That in the following cases the tax shall be determined as 
pcovided in section 328: 
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(a) Where the Commissioner is unable to det^mine the invested capital 
as provided in section 326; 

(b) In the case of a foreign corporation; 

(c) Where a mixed aggregate of tangible property and intangible property 
has been paid in for stock or for stock and Ixmds and the Gommisflioner is 
unable satisfactorily to det^mine the respective values of the several classes 
of property at the time of payment, or to distinguish the classes of property 
paid in for stock and for bonds, respectively; 

(d) Where upon application by the corp(»ration the Commissioner finds 
and so dedares ci record that the tax if determined without benefit ol this 
section would, owing to abnormal conditions affecting the capital or income 
of the corporation, work upon the corporation an exceptional hardship evi- 
denced by gross disproportion between the tax computed without benefit 
of this section and the tax computed by reference to the representative cor- 
porations specified in Section 328. This subdivision shall not apply to any 
case (1) in which the tax (computed vdthout benefit of this section) is high 
merely because the corporation earned within the taxable year a high rate of 
profits upon a normal invested capital nor (2) in which 50 per centum or more 
of the gross income of the corporation for the taxable year (computed under 
Section 233 of Title II) consists of gains, profits, commissions, or other income, 
derived on a cost-plus basis from a government contract or contracts made 
between April 6, 1917, and November II, 1918, both dates inclusive. 

Sec. 328. (a) In the cases specified in section 327 the tax shall be the 
amount which bears the same ratio to the net income of the taxpayer (in 
excess of the specific exemption of $3,000) for the taxable year, as the average 
tax of representative corporations engaged in a like or similar trade or busi- 
ness, bears to their av^age net income (in excess of the specific exemption 
of $3,000) for such year. 

In the case of a foreign corporation the tax shall be computed without 
deducting the specific exemption of $3,000 either for the taxpayer or the 
representative corporations. 

In computing the tax under this section the Conunissioner shall compare 
the taxpayer only with representative corporations whose invested capital 
can be satisfactorily determined under section 326 and which are, as nearly 
as may be, similarly circumstanced with respect to gross income, net income, 
profits per unit of business transacted and capital employed, the amount and 
rate of war-profits or excess-profits, and all other relevant facts and circum- 
stances. 

(b) For the purposes of subdivision (a) the ratios between the average 
tax and the av^age net income of representative corporations shall be de- 
termined by the Commissioner in acccnrdance with regulations prescribed by 
him with the approval of the Secretary. 

In cases in which the tax is to be computed under this section, if the tax 
as computed without the benefit of this section is less than 50 per centum 
of the net income of the taxpayer, the installments shall in the first instance 
be computed upon the basis of such tax; but if the tax so computed is 50 
per centum or more of the net income, the installments shall in the first in- 
stance be computed upon the basis of a tax equal to 50 per centum of the net 
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inoome. In any case, the actual ratio when ascertained shall be used in 
determining the correct amount of the tax. If the correct amount of the tax 
when determined exceeds 50 per centum of the net income, any excess of the 
correct instaDments ovex the amounts actually paid shall on notice and de- 
mand be paid together with interest at the rate of 1-2 of 1 per centum per 
month on such excess from the time the installment was due. 

(c) The Commissioner shaU keep a record of all cases in which the tax 
is determined in the manner prescribed in subdivision (a), containing the 
name and address of each taxpay^, the business in which engaged, the 
amount of invested capital and net income shown by the return, and the amount 
of invested capital as determined under such subdivision . The Commissioner 
shall furnish a copy of such record and other detailed information with respect 
to such cases when required by resolution of either House of Congress, without 
regard to the restrictions contained in section 257. 

Part VI. — Reorganizations. 

Sec. 330. That in the case of the reorganization, consolidation, or change 
of ownership after January 1, 1911, of a trade or business now carried on 
by a corporation, the corporation shall for the purposes of this title be deemed 
to have been in existence prior to that date, and the net income and invested 
capital of such predecessor trade or business for all or any part of the prewar 
period prior to the organization of the corporation now carrying on such trade 
or business shall be deemed to have been the net income and invested capital 
of such corporation. 

If such predecessor trade or business was carried on by a partnership or 
individual the net income for the prewar period shall, under regulations 
prescribed by the Commissioner with the approval of the Secretary, be ascer- 
tained and returned as nearly as may be upon the same basis and in the same 
manner as provided for corporations in Title II, including a reasonable deduc- 
tion for salary or compensation to each partner or the individual for personal 
services actually rendered. 

r In the case of the organization as a corporation before July 1, 1919, n of 
any trade or business in which capital is a material income-producing factor 
and which was previously owned by a partnership or individual, the net 
income of such trade or business from January 1, 1918, to the date of such 
reorganization may at the option of the individual oripartnership be taxed 
as the net income of a corporation is taxed under Titles II and III; in which 
event the net income and invested capital of such trade or business shall be 
computed as if such corporation had been in existence on and after January 
1, 1918, and the undistributed profits or earnings of such trade or business 
shall not be subject to the surtax imposed in section 211, but amounts distrib- 
uted on or after January 1, 1918, from the earm'ngs of such trade or business 
shall be taxed to the recipients as dividends, and all the provisions of Titles 
II and III relating to corporations shall, so far as practicable, apply to such 
trade or business: Provideid, that this paragraph, shall not apply to any trade 
or business the net income of which for the taxable year 1918 was less than 
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